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Section II: The Evidence Based Case for Single Payer National Health Insurance

Talking Point 6

Single payer national health insurance is the best
way to ensure high quality health care.

Refer to Section I for:

Schiff, G.D., Bindman, A.B., & Brennan, T.A. (1994). “A Better Quality Alternative:
Single Payer National Health System Reform.” J Am Med Assoc, 272, 803 808.

“How Single Payer Health System Reform Improves Quality.” PNHP Document.
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The American health system is in need of fundamental change. It is failing both
clinicians and patients, and their frustration levels have never been higher . . . .1 [p. 1]

Exhaustive research now shows that the system is plagued with errors, over-utilization,
and under-utilization. These problems are not the result of a failure of goodwill,

knowledge, effort, or resources devoted to healthcare—they stem from fun-
damental shortcomings in the way the system is organized.1 [p. 25-26]

The current system will not work to achieve the enormous changes that are
needed.1 [p. 95]

Correction of the problems [in the system] calls for fundamental changes in
the organization, delivery and financing of the US health system.1 [p. 24]

With language that could easily have been lifted from a radical
manifesto for national health reform,2 the prestigious Institute of
Medicine (IOM) Committee on Quality of Health Care in America
has issued a scathing indictment of the US health care system.
According to the IOM Committee, the magnitude of the disparity
between “the health care we have [and] the care we could have . . .
is a not just a gap, but a chasm”1 (p.1). Hence the provocative title
of the Committee’s second and final report, Crossing the Quality
Chasm: A New Health System for the 21st Century.

This new publication, released a year after the Committee’s
influential first report, To Err is Human: Building a Safer Health Sys-
tem,3 aims, like its predecessor, to have a major impact on public
opinion and health policy. While much of the publicity generated by
To Err is Human centered around its spotlighting of a decade-old
finding that medical errors caused as many as 98,000 deaths each
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year, its excellent and practical recommendations (pre-
sented in Chapter 8: “Creating Safety Systems in Health
Care Organizations”) remain largely unheeded.

Nonetheless, this second report boldly goes fur-
ther. It characterizes the serious problem of medical
errors as the “tip of the iceberg,” and only “a small
part of the unfolding story of quality” problems. Other
defects “are even more widespread” and “taken to-
gether detract still further from the health, function-
ing, dignity, comfort, satisfaction, and resources of
Americans”1 (p. 2).

Bigger Gaps: The Uninsured
In thinking about the relationship between the IOM
report and the theme for this special issue of Public
Health Reports highlighting health disparities, we are
struck by a variety of gaps, many even wider than,
although closely related to, the health services quality
gaps that the Quality Chasm report details. While the
authors mention the need for equity as one of their six
aims for an improved health system, it receives scant
attention. Equity gets less than half the space given in
the report to, for example, regulation of profession-
als, or making information available on the Internet.
Yet the relationship between quality and inequality is
so profound that anyone serious about grappling with

quality must address it. Given the growing evidence
relating health services processes and outcomes to in-
come, “race,” and insurance status, any meaningful
effort to improve quality must address the sources of
these inequalities.

Without a more equitable system, “highest quality
care” will continue to be confused with preferential
treatment in a marketplace that allocates multi-tiered
care based on ability to pay.4 Health care reform pro-
posals such as medical savings accounts, tax credits,
tiered benefits, and tiered formulary packages pro-
moted by both the Republican and Democratic parties,
purportedly designed to make patients more “cost-
conscious” depending on their willingness to pay more
if they want more expensive care, actually are ration-
ing quality according to ability to pay. Ponder what
this means in an era of unprecedented widening of
income inequalities5 (see Figure), as income inequi-
ties are translated, by design, into care inequities.

There is thus a worrisome gap between the IOM
Committee’s laudable ideals and recommendations and
the reality of contemporary health care. Without a
universal national health insurance plan as a starting
point to achieve care that is safe, effective, patient-
centered, timely, efficient, and equitable—the Com-
mittee’s six goals for improvement—these laudable

Figure. Growing income chasm: distribution of real wage and salary earnings for full-year, full-time
male workers ages 16–64

SOURCE: Reference 5
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aims are seriously handicapped. As the reports’ authors
admit, “equity in care implies universal access, a prom-
ise that has yet to be either made or kept”1 (p. 55).

Without a guaranteed right to health care, other
quality goals will be difficult to address, let alone
achieve.4 These broader goals are continually moved
to the periphery as increasing rates of uninsurance
and underinsurance make quality a remote concern
for people who can’t even get their foot in the door.
Further, much activity organized under the rubric of
patients’ rights and quality improvement represents
wasted energy—“getting a foot-in-the-door” access is-
sues for those who are insured and their providers6:
fighting to get access to timely appointments and
phone consultations; tussling over access to tests and
consultations; arguing over conflicting formularies;
struggling to locate basic information on patients who
have had to switch providers; clashing over which pa-
tients are insured with what coverage for how long
and what happens when they change jobs, income
categories, age groups, or have serious or chronic “pre-
existing” illnesses.

The resources squandered on these non-health-en-
hancing friction-generating activities are enormous.
Such impediments would all be non-issues in a system
of universal coverage with clear uniform standards and
protections. And, a simple, uniform and equitable sys-
tem would significantly enhance the resources available
to address the real nitty-gritty issues of assessing and
improving the quality of the actual care delivered

Chronically Ill Patients: Hot Potatoes or
Highest Priority?
It is ironic that the Committee chose to focus on pa-
tients with chronic diseases: “Chronic diseases should
serve as a starting point for the restructuring of health
care delivery because chronic conditions are the lead-
ing cause of illness, disability, and death in the US,
affecting almost half of the population and account-
ing for the majority of health care resources used”1 (p.
95). The Committee urges the identification of 15
priority chronic conditions around which the nation
can forge a sense of unifying purpose, which will pro-
vide concrete focus for the application of “10 new
rules” for system redesign (see Table).

While the authors illustrate how today’s health sys-
tem is “not well designed” for patients with chronic
conditions (fragmented uncoordinated care; poor com-
munication between patients and caregivers; unmet
needs), they fail to emphasize how chronically ill people
are the untouchables in our present private insurance
system. Despite reams of rhetoric from managed care
companies about chronic disease management pro-

grams, the reality is that profits come from enrolling
healthy people and avoiding sick people. Actuaries,
not actual clinicians, call the shots, as they work to
identify and exclude the 5% of the population with
chronic and complex illnesses who account for the
majority (55%) of health care costs.7 When individual
patients, specific sectors, or whole communities are
found to be unprofitable (as has happened with the
1.7 million seniors dumped from Medicare managed
care over the past four years),8,9 they are tossed out.

Moving chronically ill patients from untouchable
hot potatoes to highest priority for care will take more
than merely fine-tuning payment techniques, as Medi-
care is attempting to do in risk-adjusting reimburse-
ment rates. Rather, it calls for renewed emphasis on
professional and caring relationships—relationships
that have been devalued in our current profit-driven
system.10 All of the unmeasured and immeasurable ways
in which patients and providers can be rewarded when
they work together to deal with illness will have to form
the foundation of these caring relationships. And these
relationships will need to be based on something more
than mutual striving for the best financial deal.11

Aligning Incentives with Quality
Instead of calling for (or even mentioning this as an
option) redesign of health care financing to make it
fairer, simpler, and more efficient via a single-payer
universal system, Chapter 8 of this IOM report (titled
“Alignment of Payment Policies with Quality Improve-
ment”) disappointingly dwells on tinkering with the
ways physicians and plans are paid. Acknowledging
that current payment formulae pose obstacles to qual-
ity improvement, the authors seek ways to recognize,
reward, and support quality improvement1 (p. 194).
In contrast to the bold ideas that characterize other
sections of the report, here we find a narrow and,
frankly, all-too-familiar discussion of capitation vs fee-
for-service.

It has become a truism (if for no other reason than
sheer repetition) that fee-for-service and at-risk capita-
tion are two sides of the same coin. Fee-for-service is
seen as promoting overuse while capitation promotes
underuse. The two are supposedly symmetrical in their
pluses and minuses. This formulation, echoed in the
IOM report, usually ends up justifying the cost-cutting
exigencies of managed care, since there is a need to
hold down costs and the alternative to managed care,
fee-for-service, is seen as subjecting patients to unnec-
essary tests and procedures.

However, in current health care practice, this sym-
metry is a myth. Risk capitation closely mirrors fee-for-
service with kickback schemes, in which, for instance, a
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• Disruptions in continuity (resulting from,
e.g., annual employer bids for best
deal, monthly Medicaid eligibility
changes, S-CHIP enrollment contingent
on fluctuating eligibility23,24).

• Barriers (including financial) to access
fueling cycle of anxiety, more demand,
more barriers, and so on.

• Emphasis on brands and branding for
product differentiation, giving illusion
of marketplace choices, often without
independent, comparative evidence on
which to base decisions.

• New technology promoted/favored
over more careful fine-tuning of skills,
processes, interactions.

• One dollar, one vote: profit-driven
institutions cater to rich and well-
insured and neglect others.

• Locus of decision-making shifted away
from primary care relationships and
local communities to distant corporate
headquarters.

• Protection of proprietary information.
• Inhibitions on public release of

negative information or suppression of
research studies to protect corporate
image or profits.21

• Modes of reimbursement and the
decision-making process itself
concealed.

• Ad hoc purchasing of computer
software/systems fragments
information.

• Primary data often withheld or
transformed into proprietary data.

• Marketing and promotion encourages
one-sided education and stimulates
excess demand.27,28

• Information flow and practice
conditioned by market considerations
such as pressures to quickly reap
returns on drug research investments.

• Temptation for profit motivation to
compromise staffing and safety
standards.29

• Short-term rewards from stretching and
stressing staff more lucrative than long-
term improvement/investment.

Table. Friction vs traction: barriers and facilitators to IOM’s 10 “new rules” to transform health care

New rules to improve care, Inhibitors/barriers in Facilitators/motivators in
adapted from IOM report1 current market-oriented system  a public, universal system

1. Care based on continuous healing
relationships; 24-7 access/
responsiveness; minimize unneeded
face-to-face visits.

2. Customization based on patient needs;
patient values drive variations.

3. Patient as source of control.

4. Shared knowledge; free flow of
information.

5. Evidence based decision-making.

6. Safety as a system property.

• Stable funding, with no requirement to
switch providers for reasons other than
patient choice.

• Public accountability for access/
conveniences.

• Public health approach to decrease
unnecessary encounters.

• Fewer incentives for wasteful
encounters.

• Research and improvement efforts
facilitated (e.g., research with Medicare
database for prostatic hypertrophy
shared decision-making paradigm).25

• Mobility and portability to achieve
best-fit relationships; trusting
environment would enable healthier
transactions.26

• More democratic local control of
direction of resources and system.

• Ultimate accountability is to patient/
public, not stock owners.

• Favors open source information/
systems.

• Non-proprietary approach to
information (e.g., PubMed; journals
such as British Medical Journal free on
Web).

• Traditions of right to information,
epidemiologic reporting, availability of
claims data.

• Information sharing facilitated by public
standards for confidentiality, storage,
and release.

• Independent consensus evaluative
review processes and forums (NIH
Consensus Conferences, professional
society recommendations, AHRQ
guidelines).

• Better insulated from market biases.

• Public safety as historic goal of public
service and agencies (e.g., EPA, FAA,
OSHA, NHTSA).

• Leading role of not-for-profits and
government sector in current safety
movement (AHRQ, CMS, USP, VA
hospitals).

(continued)
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• Numerous incentives and mechanisms
to conceal (noted above).

• Needs of profit-making predominate
and shape planning and policy.

• Fragmentation of community as
obstacle to population-based
practice.30

• Massive unmeasured private sector
waste buried in accounting systems
that measure only selected costs (e.g.,
staffing costs), externalizing others
(environmental impacts).

• Administrative/marketing waste.31

• Unconscionable executive rewards.
• Frills contrasted to frugality of public

sector.

• Enshrines competitiveness and
selfishness as desired engines of
improvement, as if all progress
depends on humans being acquisitive,
individualistic, aggressive, and on the
strong displacing the weak.32

AHRQ = Agency for Healthcare Research and Quality

CMS = Centers for Medicare and Medicaid Services (formerly the Health Care Financing Administration)

EPA = Environmental Protection Agency

FAA = Federal Aviation Administration

IOM = Institute of Medicine

NHTSA = National Highway Traffic Safety Administration

NIH = National Institutes of Health

OSHA = Occupational Safety and Health Administration

S-CHIP = State Children’s Health Insurance Program

USP = United States Pharmacopoeia

VA = Veterans Administration

Table. (continued)

New rules to improve care, Inhibitors/barriers in Facilitators/motivators in
adapted from IOM report1 current market-oriented system  a public, universal system

• Public sector by definition is public,
with oversight from citizens, volunteer
groups, and publicly elected officials.

• Decision-making points and processes
identifiable.

• The essence of public health practice,
which is steeped in principles of
epidemiology, outcomes research,
health planning, workforce training, and
resource allocation.

• Some positive experience attempting
to constrain excessive/imbalanced
capital allocation.

• An ongoing challenge.

• Based on and encourages a non-
market, more cooperative value
system.33,34

• Better balance of collective and
individual needs; orientation around
collective progress, group and
cooperative caring endeavor, and
public service.

7. Need for transparency.

8. Anticipate needs.

9. Waste continuously decreased.

10. Cooperation.

physician ordering a CT scan would get a share of the
money generated by the referral—clearly a powerful,
unethical, and (now) illegal inducement to over-order
scans. This is the true parallel with at-risk capitated
managed care, in which there is a similar financial
bonus for not ordering the scan.

The “two sides of the coin” formulation also fails to
account for information asymmetries. Patients may lack
knowledge of referrals indicated but not ordered un-
der capitation, whereas they always know of referrals
made under fee-for-service and can question their ap-
propriateness. Likewise, a claims database that keeps
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track of fee-for-service billing transactions can be used
to monitor variations and excessive use. Many invalu-
able health services research and quality improvement
initiatives have derived from Medicare and Medicaid
claims databases.12,13 There is no comparable trail of
services forgone (or sometimes provided needlessly)
under managed care.

Finally, the traditional fee-for-service model better
aligns (albeit imperfectly) the interests of physician
and patient in ways that promote trust, continuity, and
incentives to satisfy the patient. Conversely, the most
poisonous aspect of marketplace managed care is the
creation of a distrustful and adversarial relationship in
the exam room. Patients, regularly forced to switch
physicians by employers annually bargaining for a few
dollars of premium discounts, wonder whether they
can trust unfamiliar doctors incentivized to deny care.6

Meanwhile, physicians gamble by contracting to cover
more “lives,” speculating that they can turn a profit if
they can recruit enough healthy patients, while dread-
ing getting stuck with sick or costly ones.14

It is therefore hardly surprising to find that chroni-
cally ill patients have repeatedly been shown to be less
satisfied and do worse under capitated schemes than
under traditional insurance arrangements.15 Yet the
sick poor, who are disproportionately disadvantaged
members of minority groups who have worse health
outcomes under managed care than under fee-for-
service,16 are being pushed into capitated managed
care. Meanwhile, more responsive arrangements (such
as preferred provider organizations) are on the rise
for those chronically ill people who can afford to
choose their desired plans.

We are not arguing for return to unbridled fee-for-
service, nor denying the value of experimenting with
some of the Committee’s recommended “blended”
payment approaches to encourage quality improve-
ment. But the whole fee-for-service vs capitation dis-
cussion is predicated on the belief that greed must be
the defining factor in doctors’ conduct, and that by
manipulating payments, we can somehow “align in-
centives” with market forces and this will magically
produce quality. The real problem is not that the cur-
rent incentives are skewed, but that the entire orienta-
tion around monetary gains and games is misdirected.
Only by tapping into clinicians’ immense reservoir of
professionalism, and developing a culture and infra-
structure that sustain rigorous science and caring rela-
tionships, will quality flourish.10,17 Nurses and doctors
need support in the form of time, training, accessible
information, and practical timely guidance, not better
carrots or sticks. As Don Berwick, one of the principal
authors of the IOM Chasm report recently stated, pro-

fessionals stuck in older, less innovative ways of prac-
ticing are not resisting change, they are predicting its
unworkability under the current system.18

What Is the Problem?
The IOM Committee clearly understands that more
fundamental changes are needed, yet seems unwilling
to name a central problem eroding quality—the trans-
formation of health care from a service into a busi-
ness.19 This transformation has recently been charac-
terized by former editors of two leading US medical
journals as “the invasion of medicine by commercial
interests, now on a global scale”20 such that care is
delivered by organizations that “behave as though their
only responsibility is to their shareholders.”21 Neces-
sary functions such as ensuring uniformly good care
for anyone anywhere in the nation, or obtaining money
for investment in information technology, do not re-
quire, as market advocates have argued, turning the
system over to national corporate chains or institu-
tions abandoning their not-for-profit status/mission
to attract investor capital. Unfortunately, this is exactly
what is occurring. Thus, while the IOM report sounds
the alarm about the serious state of quality in health
care, the very factors that underlie impaired quality
and make the system (in the IOM Committee’s words)
“a nightmare to navigate” will also mitigate against the
success of the report’s recommendations for change.

Eight of the IOM Committee’s 13 recommenda-
tions call for an expanded role for public sector lead-
ership to support quality improvement. For the public
sector to succeed in the roles outlined by the Commit-
tee, there must be both a mandate and a mechanism.
Each of these prerequisites is now being undermined
by corporate America. Many with economically vested
interests have worked to demonize “government” and
push aside public accountability and oversight (for
instance, attempting to beat back even the most tepid
Patient Bill of Rights legislation). While the IOM Com-
mittee calls for an active role for public institutions
representing our collective interests in better quality,
absent a shift in the balance of power, their appeals
are likely to fail. (See Table.)

“Less government” in our $1.4 trillion health care
sector really means “more corporate power,” which trans-
lates into more inequality, more impersonal organi-
zations and care, and less transparency and account-
ability. These are all ingredients for poorer quality, as
we understand the Committee’s recipes. Corporate as-
cendancy in health care destroys continuity relation-
ships with providers and institutions, erodes charitable
practices, narrows channels for open communication
and nonproprietary sharing of information, demoral-
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izes providers, and ultimately poisons professional dedi-
cation to the patient rather than to the bottom line.

There was plenty of self-interested abuse under tra-
ditional medicine, but it occurred when practitioners
strayed outside the realm of their professional oaths.
If the goal of medicine is reduced to maximizing share-
holder return, then financial self-interest becomes not
an ethical violation, but the norm—a standard ex-
pected practice.22 When physicians are incentivized
with “at-risk” capitated arrangements, unethical con-
flicts occur by design. When tests, treatments, and
referrals are held back, the patient takes a risk, yet it is
the physician or plan that reaps the benefit.

In emphasizing the need to shift power from pro-
viders to patients, the IOM authors fail to address the
more profound power shifts that are occurring in our
society—shifts that will actually require alliances be-
tween patients and providers to prevent further ero-
sion in the social fabric from which good health care
springs. We are living in a society increasingly divided
between rich stockholders (who view health care as a
source of profit) and the rest of us, who view health
services as a source of care. This chasm can only be
bridged when we not only change the rules of the
game but also recognize that sickness and suffering
are the wrong venue for playing such a game in the
first place.

To their credit, the members of the IOM panel did
not get blown off course by the winds of marketplace
pseudo-quality (e.g., report cards; brand-name, ad-
vertising-imprinted institutional reputations; special
programs never implemented beyond the pilot stage;
self-interested utilization reviews; or the lure of new
drugs and technology). Their report does chart a
new course for us to follow. However, sailing upstream
requires a mobilized public that both understands
the causes of the problems and is organized for
change. Empowering patients thus requires giving
them a voice, a vote, and a higher vision than bot-
tom-line medicine is offering.

We indeed have a chasm to cross. With the current
emphasis on incrementalism, many reformers believe
they can succeed by first attending to quality and then
reforming financing and delivery. Unfortunately, you
can not bridge a chasm in two jumps—health system
reform must be pursued at the same time as quality
reform.19 And you can not bridge the gap between
black and white or rich and poor health care by creat-
ing separate or stratified programs (which both Re-
publicans and Democrats are proposing) based on
ability to pay. Instead, we need a universal financing
system that includes everyone, spreading the costs and
the benefits in a fair and efficient way. “Everyone in

and nobody out” has become a rallying cry for reform
of our health system, and it beckons those seeking to
improve its quality as well.
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Other countries have high quality health care with
lower levels of amenable mortality.
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HowDoes The Quality Of Care
Compare In Five Countries?
An international quality comparison shows that each country
performs best and worst in at least one area of care.

by Peter S. Hussey, Gerard F. Anderson, Robin Osborn, Colin Feek,
Vivienne McLaughlin, John Millar, and Arnold Epstein

ABSTRACT: International data on quality of medical care allow countries to compare their
performance to that of other countries. The Commonwealth Fund International Working
Group on Quality Indicators collected data on twenty-one indicators that reflect medical
care in Australia, Canada, New Zealand, England, and the United States. The indicators in-
clude five-year cancer relative survival rates, thirty-day case-fatality rates after acute myo-
cardial infarction and stroke, breast cancer screening rates, and asthma mortality rates. No
country scores consistently the best or worst overall. Each country has at least one area of
care where it could learn from international experiences and one area where its experi-
ences could teach others.

M
ost industr ial i zed countr ie s share an interest in measuring, re-
porting, and improving the quality of medical care. Despite this interest,
there have been limited internationally comparable data available on

quality indicators, especially in areas involving medical care interventions. Collab-
oration between countries to produce internationally comparable data permits
benchmarking and allows policymakers and clinicians to identify specific areas
where individual countries could improve.

In the United States, sparked by Institute of Medicine (IOM) reports focusing
attention on gaps in the quality of medical care, interest in improving quality has
expanded rapidly among policymakers, corporations, clinicians, the media, and
the public.1 Despite this concern about the quality of care, U.S. policymakers and
clinicians often recite the mantra, “Americans have the best medical care in the
world.”2 The empirical basis for this statement is unclear. The limited empirical
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international data on quality that exist—life expectancy and infant mortality sta-
tistics—place the United States in the bottom quartile of industrialized countries,
although most observers do not attribute this poor performance primarily to the
performance of the medical care system.3

This paper presents data collected for twenty-one quality indicators in five
countries. Our intent is to draw attention to potential opportunities to improve
medical care in the five countries; raise questions about why some countries do
well on some measures and others do poorly; provoke debate within countries
about health care priorities and policies; and stimulate efforts to examine, refine,
improve, and collect additional data.

Methodology
In 1999 the Commonwealth Fund convened a working group of quality mea-

surement experts from governments in Australia, Canada, New Zealand, England,
and the United States, along with academic researchers and representatives of in-
stitutions involved in medical care quality measurement.4 This group examined a
variety of working definitions of quality, ultimately choosing one developed by the
IOM: “the degree to which health services for individuals and populations in-
crease the likelihood of desired health outcomes and are consistent with current
professional knowledge.”5

The next step was to choose among the various measurement domains that give
structure to the quality reporting effort. The five countries have each created simi-
lar measurement frameworks. Canada’s framework was adopted to guide the data
collection exercise mainly because of its comprehensiveness. The working group
focused on developing indicators of the appropriateness and effectiveness of
care—the extent to which care is delivered in accordance with established stan-
dards and achieves its desired results. Other quality measurement domains (such
as equity and responsiveness) were left for future work, because of measurement
difficulties (for example, continuity and safety) or because they are the subject of
other measurement activities (for example, efficiency and access).

The working group then identified indicators for collection, starting with lists
of potential indicators reflecting each domain of health system performance. Indi-
cators were evaluated using the following criteria. (1) Feasibility: Only indicators
that were already being collected by one or more countries were candidates. (2)
Scientific soundness: Only indicators that were deemed valid and reliable were
considered. Since all of the indicators considered were already in use, determina-
tion of scientific soundness relied on existing reviews of the scientific evidence
and approval by a consensus process or similar method in one or more countries.
(3) Interpretability: Only indicators that allowed a clear conclusion for policy-
makers were included. This meant that the indication had to have a clear direction
(higher is either good or bad). (4) Actionability: Only measures of processes or
outcomes of care that could be directly affected by health care policy or health care
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delivery system intervention were eligible. (5) Importance: Only indicators that
reflected important health conditions accounting for a major share of the burden
of disease, the cost of care, or policymakers’ priorities such as vulnerable popula-
tions were pursued.

These criteria were applied in a five-step process. First, all indicators currently
available in at least one country—an initial set of more than 1,000 indicators—
were assembled. The fifty most promising indicators were then selected based on
the five criteria above. We then further assessed these indicators by collecting in-
formation on definition, numerator and denominator specifications, the popula-
tion represented, periodicity of collection, and data sources for each country. Indi-
cators with irreconcilable differences in specifications or that were not nationally
representative in several countries were discarded. For the remaining thirty-five
indicators, we applied an iterative process of collecting data in the five countries,
evaluating the comparability of the specifications, and making adjustments, such
as revising coding classifications or age standardization. Finally, we compared the
face validity of preliminary data and investigated any unusual differences to in-
crease the reliability of the indicators. We also reviewed the final data with ex-
perts in each country.

There are numerous reasons to explain why this specific list of twenty-one in-
dicators was selected and many others were not. Many potential indicators would
require a review of medical records, which would be very costly without routine
access to electronic medical records, and medical record-keeping practices vary
considerably across countries. Some indicators were deemed difficult to inter-
pret.6 Others were eliminated because of a relative lack of importance.7 Among the
available indicators meeting all other criteria, several were deemed not to be inter-
nationally comparable.8

Results
Data for all twenty-one indicators are summarized in Exhibit 1. The results are

standardized so that indicators with different measurement units can be com-
pared. In Exhibit 1 the country with the worst result for an indicator is given a
score of 100. All other countries are given scores relative to the country with the
worst result. The scales are structured so that higher scores always indicate better
quality. For example, the breast cancer survival rate is 14 percent better (higher) in
the United States than in England, and the suicide rate is 55 percent better (lower)
in England than in New Zealand. The actual value of the indicator for the country
with a score of 100 is given in the right-hand column, so that any country’s actual
value can be calculated from its score.

None of the five countries consistently scores the best or worst on all of the in-
dicators. In addition, each country has either the best or the worst score on at least
one indicator. In other words, no country scores consistently the best or worst
overall, and each country has at least one area of care where it could learn from in-
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ternational experience. Each country also has an area where it could teach others.
The results in Exhibit 1 are intended to stimulate additional inquiry by policy-

makers and clinicians in each country. There are many reasons why a country
could score well or poorly on a particular indicator. We have grouped the twenty-
one indicators into outcome indicators (survival rates and avoidable events) and
process indicators for presentation purposes.
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EXHIBIT 1
Standardized Performance On Twenty-One Quality Indicators In Five Countries

Standardized scores Value of
indicator for
country with
score of 100Outcome or process indicator AUS CAN Engl NZ US

Survival rates (outcome)
Breast cancer
Cervical cancer
Colorectal cancer
Childhood leukemia, ages 0–15
Non-Hodgkin’s lymphoma
Kidney transplant
Liver transplant
AMI, ages 20–84
Ischemic stroke, ages 20–84

107
111
116
100
116
106
110d

134
120

104
106
113
118
107
113
123
100
124

100
100
100
109b

100
104
100
NA
NA

106
105
123
102
115
104
–d

121
100

114
108
108
110
109
100
102
NA
NA

75a (H)
70a (H)
53a (H)
67a (H)
58a (H)
83c (H)
71c (H)
11e (L)
12e (L)

Avoidable events (outcome)
Suicide, all ages
Suicide, ages 15–19
Suicide, ages 20–29
Asthma mortality, ages 5–39g

Pertussis
Measles
Hepatitis B
Smoking rate

112
162
140
144
100
187
167
111

114
151
149
NA
135
198
133
115

155
187
171
122
196
100
168
100

100
100
100
100
NA
160
167
106

120
165
154
130
191
199
100
115

13f (L)
25f (L)
29f (L)
0.7f (L)

31f (L)
5f (L)
6f (L)

27h (L)

Process indicators
Breast cancer screening rate
Cervical cancer screening rate
Influenza vaccination rate, age 65+
Polio vaccination rate, age 2

117
119
125
113

116
115
114
106

106
100
115
116

100
116
100
100

111
140
112
110

63h (H)
67h (H)
59h (H)
82h (H)

SOURCE: Commonweath Fund International Working Group on Quality Indicators.

NOTES: Specifications, years, and technical notes for each indicator are in endnotes accompanying the descriptive text. 100 is
the worst result; higher numbers indicate better results (in all but “Value of indicator” column). Whether higher or lower rates
are considered more desirable, the standardized scores displayed across countries always show how much “better” one
country is (in percentage terms) than the index case (that is, the “worst” country, which is automatically assigned a score of
100). The scores are derived as follows. For cases where higher rates are better (indicated with an H), the score is simply 100
times the ratio of the better country’s rate to the index country’s rate. For example, since breast cancer survival in the United
States is 85.5 percent, its score is 100 x .855/.75 = 114. In cases where lower rates are better (indicated with an L), the score
is determined by calculating the ratio of the better country’s rate to the index country’s rate, substracting that result from two,
and, finally, multiplying that by 100. So, for example, the U.S. score for smoking is 100 x [2–(.23/.27 )] = 115. AMI is acute
myocardial infarction. NA is not available.
a Relative five-year survival rate.
b For this population, the observed survival rate should almost perfectly equal the relative survival rate.
c Observed five-year survival rate.
d Australian figure includes Australia and New Zealand.
e Thirty-day case-fatality rate.
f Rate per 100,000.
g Data are for 1990–99 and thus do not correspond exactly to the years in Exhibit 4.
h Percent.
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� Outcome indicators: survival rates. The first five indicators are five-year rel-
ative survival rates for various types of cancer.9 The relative survival rate is the ratio
of the number of cancer survivors to the number of people of that age and sex in the
same country who would have been expected to be alive after five years if they did
not have cancer. It measures the additional deaths attributable to cancer, controlling
for differences in underlying mortality patterns between countries.

On these indicators, the range in performance was usually small. On most sur-
vival rates, the countries are within 10 percent of each other. One pattern that does
stand out is that England is consistently at the low end of the distribution for can-
cer survival. This is consistent with previous comparisons of cancer survival be-
tween the United Kingdom and other European countries.10

Higher cancer survival rates are unquestionably a desired health care goal. Pri-
mary care, including health promotion and screening, can make a difference in the
stage of diagnosis for the cancers studied, particularly cervical, breast, and colo-
rectal cancer.11 Secondary and tertiary cancer care can also make a difference.
Other factors such as financial barriers to care, waiting lists, and reluctance to
seek care could also influence rates.

Two related indicators of the outcomes of health care are the survival rate fol-
lowing a kidney or liver transplant.12 The survival rates for both were relatively
low in the United States. Differences in the characteristics of patients receiving
transplants could influence survival rates. Assuming that transplant recipients in
the five countries are similar, the remaining differences are more likely to be at-
tributable to differences in medical care.

Data on acute myocardial infarction (AMI) and ischemic stroke are also pre-
sented, although comparable data are available in only three of the five countries.13

AMI case-fatality rates are highest in Canada and lowest in Australia (Exhibit 2).
The higher case-fatality rate among older people in Canada is an area that war-
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EXHIBIT 2
Acute Myocardial Infarction (AMI) Thirty-Day In-Hospital Case-Fatality Rates In
Australia, New Zealand, And Canada, By Age Group, 2000

SOURCE: Commonwealth Fund International Working Group on Quality Indicators.
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rants investigation. Exhibit 3 shows only small differences in the case-fatality rate
for ischemic stroke. Noticeable differences are seen only in the 75–84 age group. In
addition to medical care received, these rates could be affected by factors includ-
ing the average severity of AMI and ischemic stroke in the three countries; the rate
at which emergency services transport people to the hospital; and hospital dis-
charge, admission, and length-of-stay characteristics.14

� Outcome indicators: avoidable events. The second group of outcome indi-
cators shows the rates of certain health outcomes that are considered avoidable had
appropriate care been delivered. These indicators include suicide rates, the inci-
dence of vaccine-preventable diseases, asthma mortality rates, and smoking rates.

Suicide rates were almost equal in Australia, Canada, New Zealand, and the
United States but lower in England.15 Suicide rates among two groups of younger
people show bigger differences.16 New Zealand had much higher suicide rates
among young people than the other four countries; suicide is an area that is al-
ready receiving attention in New Zealand.

The incidence rates of three vaccine-preventable diseases—pertussis, measles,
and Hepatitis B—show that some countries have these diseases under better con-
trol than others do.17 Pertussis incidence was particularly high in Australia and
Canada; measles incidence was higher in England than elsewhere; and Hepatitis B
incidence was highest in the United States and Canada.

Another appropriateness indicator reflecting an avoidable outcome is the
asthma mortality rate for people ages 5–39, the ages at which asthma is most reli-
ably diagnosed (Exhibit 4).18 Deaths resulting from asthma are considered pre-
ventable if the condition is managed appropriately.19 New Zealand’s asthma mor-
tality rate was much higher than that of England and Australia in the early 1980s.
Since then, it has declined markedly to a level close to those of the other countries,
as clinicians discontinued use of fenoterol, an adrenergic bronchodilator, and be-
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gan using inhaled corticosteroids.20 Nevertheless, the asthma mortality rate in
New Zealand remains higher than in the other countries. The rate in England and
Australia has also declined over time, reflecting improvements in asthma care. The
United States is the only country where the asthma mortality rate has been in-
creasing recently. In 1990 asthma mortality was lowest in the United States, but
by 2000 it was higher than in Australia and England and approaching the rate in
New Zealand. The reason behind this increasing U.S. trend is an important area
for investigation.

Smoking rates (as percentage of the population) were lowest in the United
States and Canada (Exhibit 1).21 The health care system does not have perfect con-
trol over people’s decisions to smoke, but advice and treatment provided by physi-
cians have been shown to have an impact on smoking cessation.22

� Process indicators. The five countries were similar in performance on several
process indicators of appropriate care delivery and widely different on others. The
differences in mammography rates between countries were relatively small.23 How-
ever, sizable differences were seen between countries in the cervical cancer screen-
ing rate for the population for whom screening is indicated.24 Cervical cancer
screening was much more common in the United States than elsewhere.25

Influenza vaccination rates show that all five countries could prevent more
influenza-related deaths among older people through vaccination.26 New Zealand,
in particular, might investigate how it could increase its rate to the level of other
countries. Polio vaccination rates were above 90 percent in Australia, England,
and the United States and above 80 percent in Canada and New Zealand.27 Al-
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though polio has recently been absent in these countries, these low vaccination
rates could allow it to recur, particularly in Canada and New Zealand.28

If one considers cost-effectiveness, it is hard to identify the clear ideal level for
these process indicators; higher rates are better, but at a certain point the marginal
returns are likely to be small. In the absence of such an ideal level, it is useful for
countries to benchmark their rate against those in other countries. These compar-
isons show that countries deliver these health care interventions at generally simi-
lar rates, although opportunities exist for countries to raise their level to that of
the best-performing country.

Summary And Potential For Improvement
The comparisons on this initial set of quality indicators show that each country

performs well in some areas and poorly in others compared with other countries.
Each country could improve the quality of care.

Australia performed well on many of the indicators. In particular, cancer sur-
vival rates were generally high (excepting childhood leukemia); breast cancer
screening rates were high; asthma mortality was relatively low; and influenza and
polio vaccination rates were high. However, the incidence of pertussis was much
higher than elsewhere, suggesting an opportunity for improvement.

In Canada, cancer survival rates were generally average or above average and
were highest for childhood leukemia. Stroke case-fatality rates were relatively
low. Transplant survival was also relatively high in Canada. However, AMI case fa-
tality was higher in Canada than Australia and New Zealand in older age groups.
This confirms previous findings and deserves further investigation.29 Pertussis in-
cidence was much higher than in the other countries (except for Australia).

Suicide rates were notably lower in England than in the other four countries.
The polio vaccination rate there was the highest. However, cancer survival rates
were lowest in England, as were breast and cervical cancer screening rates. This
confirms previous European comparisons and suggests an opportunity for im-
provement. Measles incidence was also higher in England than elsewhere.

In New Zealand, the improvement in asthma mortality over the past twenty
years is a true success story, although there may be room for further improvement.
The colorectal cancer relative survival rate was highest. However, the suicide rate
in New Zealand, particularly among younger people, was much higher than else-
where. Stroke case-fatality rates were higher among older age groups. Breast can-
cer screening and influenza and polio vaccination rates were relatively low.

In the United States, breast cancer survival rates were higher than in the other
countries. Cervical cancer screening rates were very high. One area for concern is
that asthma mortality rates were increasing in the United States but decreasing in
the other countries. Transplant survival rates were also relatively low in the
United States.

While the United States often performs relatively well for this set of indicators,
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it is difficult to conclude that it is getting good value for its medical care dollar
from these data. The huge difference in the amount the United States spends on
health care compared with the other countries could very well be justified if the
extra money provided extra benefits. Population surveys have shown that the ex-
tra spending is probably not buying better experiences with the health care sys-
tem, with the exception of shorter waits for nonurgent surgery.30 Earlier studies
have shown the United States to be in the bottom quartile of population health in-
dicators such as life expectancy and infant mortality.31 Our results also fail to re-
veal what the extra spending has bought, although there are many important
places to look.

The limitations of this indicator list preclude the definite conclusion that any
country has the best quality of care. It should be emphasized that this initial set of
twenty-one quality indicators was distilled from a starting compendium of more
than 1,000. It is an opportunistic list, rather than a comprehensive list. Some indi-
cators relate to health conditions that account for a large share of the burden of
disease in these countries, while others (such as transplant survival rates) have
smaller implications for population health. Some conditions that represent a large
share of the disease burden, such as diabetes, are not represented at all. More
work is clearly needed to expand the scope and depth of the indicator set so that it
can be used to judge overall health system performance, and further investment in
data collection and international harmonization of indicators to allow valid inter-
national comparisons are necessary.

During the time frame of this project, which began in 1999, major improvements
in quality measurement capabilities have been made in many countries, which in-
dicates the potential for improvement. Most importantly, building on the Com-
monwealth Fund’s International Working Group on Quality Indicators and a sim-
ilar effort undertaken by a group of five Scandinavian countries, the Organization
for Economic Cooperation and Development (OECD) has undertaken an initiative
to move this work forward, expand the number of countries involved, develop ad-
ditional quality indicators, and institutionalize the collection of these indicators.
We hope that these twenty-one indicators will be a first installment in ongoing ef-
forts to conduct international quality comparisons.

The working group thanks Jonette McDonnell and the Australian Institute for Health and Welfare, who made the
reporting of Australian data possible. This research was supported by the Commonwealth Fund and the Nuffield
Trust.
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Measuring The Health Of
Nations: Updating An Earlier
Analysis
One measure of the health of Americans—deaths from treatable
conditions—still does not compare well with rates in other
industrialized countries.

by Ellen Nolte and C. Martin McKee

PROLOGUE: Approaches to measuring health system performance can be as nu-
merous as the systems themselves are complex. Health care disparities research il-
luminates one such prism through which to view systemic effectiveness. In 2006
the Agency for Healthcare Research and Quality (AHRQ) issued the most recent
National Healthcare Disparities Report—the first national initiative measuring differ-
ences in access to and use of health services among races and ethnicities. The 2006
report asserts that “disparities related to race, ethnicity, and socioeconomic status
still pervade the American health care system.” By way of illustration, it points out
that many minorities are more likely than others to be diagnosed with late-stage
breast and colorectal cancers, are disproportionately affected by diabetes and
heart disease, and are more likely to die from HIV.

Remedial policy solutions to address disparities come with their own chal-
lenges. As we learned from Kenneth Keppel and colleagues (Sep/Oct 2007), for ex-
ample, reducing the overall disease burden and improving overall health care
quality do not necessarily go hand in hand with improving the health of subpop-
ulations. Further complicating matters, sometimes these goals even conflict. Ac-
cordingly, reducing disparities requires an independent commitment. And when
the interests of the few conflict with those of the majority, policymakers inevita-
bly face difficult resource allocation decisions.

The paper that follows by Ellen Nolte (ellen.nolte@lshtm.ac.uk) and Martin
McKee, both of the London School of Hygiene and Tropical Medicine, represents
another metric through which health system performance might reasonably be
gauged. This work measures the extent to which deaths that would not have oc-
curred but for the presence of effective health care have been reduced among Orga-
nization for Economic Cooperation and Development (OECD) countries over
time. Cause for concern can be seen in the authors’ finding that despite being the
most prolific health care spender, the United States is falling farther behind its
peer nations in overall health system performance, as measured by what the au-
thors term “amenable mortality.”
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ABSTRACT: We compared trends in deaths considered amenable to health care before
age seventy-five between 1997–98 and 2002–03 in the United States and in eighteen
other industrialized countries. Such deaths account, on average, for 23 percent of total
mortality under age seventy-five among males and 32 percent among females. The decline
in amenable mortality in all countries averaged 16 percent over this period. The United
States was an outlier, with a decline of only 4 percent. If the United States could reduce
amenable mortality to the average rate achieved in the three top-performing countries,
there would have been 101,000 fewer deaths per year by the end of the study period.
[Health Affairs 27, no. 1 (2008): 58–71; 10.1377/hlthaff.27.1.58]

I
dent ify ing s imple , pr act ical , and understandable ways to as-
sess health system performance, with its complex interlinked dimensions, re-
mains a challenge. Health systems are complex, with multiple functions, and

performance assessment frameworks are increasingly using a range of indicators
to better capture these different aspects.1

A fundamental issue relates to how to attribute population health outcomes to
health care. One approach uses mortality data, which are readily available at a
population level in many countries, and is based on the concept of “amenable mor-
tality,” referring to deaths from certain causes that should not occur in the pres-
ence of timely and effective health care.2 Originally developed in the 1970s in the
United States, the concept was subsequently adopted and updated by many re-
searchers, especially in Europe, where it has been used to assess the quality of
health care systems.3 This concept been revitalized recently as a potentially useful
tool to assess the quality and performance of health systems and track changes
over time.4

Previous work compared nineteen countries that are members of the Organiza-
tion for Economic Cooperation and Development (OECD), using the concept of
amenable mortality.5 This work illustrated how the U.S. “health system falls far
short of what is attainable.”6 However, it used data from 1998, and much has
changed since then. This paper updates that work, examining how the U.S. posi-
tion has changed in comparison with other industrialized countries.

Study Data And Methods
� Data. We compared the United States with fourteen countries in western Eu-

rope plus Canada, Australia, New Zealand, and Japan, selected for comparability
with earlier work. Mortality and population data were extracted for the period
1997–2003 from the World Health Organization (WHO) files.7 Data include deaths,
coded according to the ninth and tenth revisions of the International Classification of
Diseases (ICD), by sex and five-year age bands (with infant deaths listed separately).

� Selection of ages and causes of death. The selection of causes of death con-
sidered amenable to health care is based on our previous systematic review.8 In brief,
for this paper we considered conditions such as bacterial infections, treatable can-
cers, diabetes, cardiovascular and cerebrovascular disease, and complications of
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common surgical procedures. We also included ischemic heart disease (IHD); how-
ever, in line with accumulating evidence suggesting that only up to half of premature
mortality from IHD may be potentially amenable to health care, we here considered
only half of IHD deaths to be “amenable.”9 Throughout this paper, the term “amena-
ble” mortality always includes half of IHD deaths.

A general age limit was set at seventy-five years, because the extent to which
deaths can be prevented by health care and the reliability of death certification be-
come increasingly questionable at older ages.10 To be consistent with other re-
search, we set different age limits for diabetes mellitus (under age fifty) because
the preventability of deaths at older ages from diabetes, and in particular the effec-
tiveness of good diabetic control in reducing vascular complications, remains con-
troversial. For some other causes (intestinal infectious diseases, whooping cough,
measles, and childhood respiratory diseases), we set a limit of under age fifteen,
because deaths other than in childhood from these causes are likely to reflect the
presence of other disease processes. For leukemia, we set the age limit at age forty-
four because of recent evidence showing improvements in mortality from leuke-
mia in the European Union up to age forty-four since 1960, largely attributed to
advances in treatment.11

� Analysis. To calculate amenable mortality, we combined single causes and
groups of causes. We computed age-standardized death rates (SDRs) per 100,000
population by sex, by direct standardization to the European standard population
for the years 1998 and 2003 (for Italy and the United States, 2002).12 Where the pop-
ulation of a country is below ten million, we computed SDRs for data from two
years combined, for 1997–98 as the starting point and 2002–03 (or latest available) as
the end point, to reduce variation due to small numbers.13 For simplicity, we refer to
1997–98 and 2002–03 as the two reference points in the analysis.14

We generally present sex-specific SDRs; however, when constructing country
rankings, we combined sex-specific SDRs using a simple average, weighted for the
distribution of males and females in the population.

Study Results
� Amenable mortality. Amenable mortality constitutes an important propor-

tion of total mortality in all countries studied here, accounting, in 2002–03, for an
average of 23 percent (from 15 percent in France to 27 percent in the United King-
dom) of total mortality under age seventy-five in males (Exhibit 1) and 32 percent in
females (from 25 percent in France to 36 percent in Greece and Portugal; Exhibit 2).

In 1997–98, amenable mortality among males in the United States was, at 128.5
per 100,000 population, exceeded by Ireland, Portugal, Finland, the United King-
dom, and Austria. The U.S. rate was about 8 percent higher than the average rate
(119.5) and 50 percent higher than in France, which at 85.9 had the lowest rate of
amenable mortality among males. For females in the United States, amenable mor-
tality was lower than in the United Kingdom, Ireland, Denmark, Portugal, and
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New Zealand, but at 101.6 it exceeded the average rate of 86.9 by 17 percent and the
lowest rate (Japan, 62.1) by 64 percent.

By 2002–03, mortality from amenable causes had fallen in all countries studied,
although the scale and pace of change varied. Exhibits 3 and 4 display the relative
changes in mortality from amenable causes between 1997–98 and 2002–03 for
males and females separately, with the relative change in mortality from causes
that are considered not amenable to health care (“other”) as defined here included
for comparison. Among males, amenable mortality fell by 17 percent on average
and by more than 10 percent in all countries except the United States, where the
decline was only 4 percent. This contrasts with Austria, Ireland, the United King-
dom, and Finland, which began with very high rates, as well as Norway and Aus-
tralia, where amenable mortality fell by more than 20 percent during that period.

Among females, the United States again showed the smallest reductions in
amenable mortality—just over 5 percent—compared with an average decline of 14
percent across all nineteen countries. Only Sweden and Denmark also showed re-
ductions of less than 10 percent; however, this has to be interpreted in the knowl-
edge that Sweden started from a rate much lower (89.9) than the U.S. rate (123.4)
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EXHIBIT 1
Age-Standardized Death Rates (Per 100,000) Among Males Ages 0–74 From
Selected Causes In Nineteen Organization For Economic Cooperation And
Development (OECD) Countries, 1997–98 And 2002–03

1997–98 2002–03

Country
Amenable
causes

IHD
(50%)

Other
causes Total

Amenable
causes

IHD
(50%)

Other
causes Total

Australia
Austria
Canada
Denmark
Finland

99.41
132.17

99.38
120.83
150.39

40.81
53.60
42.27
43.43
69.57

272.63
328.72
294.17
383.51
341.86

412.86
514.49
435.83
547.77
561.81

79.00
99.30
85.67

105.48a

119.77

28.25
36.50
34.44
34.15a

53.72

234.74
310.15
272.29
355.24a

310.88

341.99
445.95
392.40
494.87a

484.37

France
Germany
Greece
Ireland
Italy

85.87
125.25
113.32
157.57
101.20

20.35
48.29
40.74
72.47
30.73

397.33
343.63
298.70
322.34
321.30

503.55
517.17
452.76
552.38
453.23

72.62
105.80
101.13
118.44
83.49b

16.79
36.96
40.25
48.01
24.01b

368.92
317.48
268.68
281.54
280.11b

458.33
460.24
410.06
447.99
387.61b

Japan
Netherlands
New Zealand
Norway
Portugal

101.60
106.03
126.52
115.48
153.96

13.61
39.16
55.99
49.23
28.17

276.97
322.22
289.15
286.58
408.85

392.18
467.41
471.67
451.28
590.98

88.80
88.03

102.78
88.79

124.78

12.66
27.23
41.70
32.40
23.39

254.43
294.80
264.19
269.75
360.70

355.89
410.07
408.67
390.94
508.87

Spain
Sweden
United Kingdom
United States

99.74
104.73
148.62
128.51

29.00
46.93
63.05
48.69

346.97
245.18
280.41
374.76

475.71
396.85
492.09
551.95

87.75
89.85c

116.62
123.36b

24.17
37.30c

46.28
47.78b

315.99
231.16c

270.81
344.63b

427.91
358.31c

433.71
515.76b

SOURCE: Authors’ calculations based on data from the World Health Organization mortality database.

NOTE: IHD is ischemic heart disease.
a 2000–01.
b 2002.
c 2001–02.
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in 1997–98. Data for Denmark cover the period 1997–98 through 2000–01 only,
thus possibly underestimating the “true” decline of amenable mortality there.

Mortality from causes considered as not amenable to health care as defined here
also fell in most countries (except among females in the Netherlands, reflecting
the early uptake of smoking among Dutch females). However, the decline was gen-
erally much less steep than the decline in amenable mortality (Exhibits 3 and 4).
The only exception was the United States, where, at least for males, other mortal-
ity fell more rapidly than amenable mortality: 8 percent compared with 4 percent.
In Greece, amenable and other mortality among males and females declined at a
comparable pace. Elsewhere, amenable mortality improved at a faster rate than
other mortality in the population.

As a consequence of these varied changes, the United States fell increasingly be-
hind on the measure of amenable mortality. This can be seen more easily when an-
alyzing amenable mortality for males and females combined (Exhibit 5). Thus, al-
though ranking fifteenth in 1997–98 and performing considerably better than
Ireland, the United Kingdom, and Portugal, by 2002–03 the United States had the
highest rate of amenable mortality, just above Ireland and the United Kingdom but
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EXHIBIT 2
Age-Standardized Death Rates (Per 100,000) Among Females Ages 0–74 From
Selected Causes In Nineteen Organization For Economic Cooperation And
Development (OECD) Countries, 1997–98 And 2002–03

1997–98 2002–03

Country
Amenable
causes

IHD
(50%)

Other
causes Total

Amenable
causes

IHD
(50%)

Other
causes Total

Australia
Austria
Canada
Denmark
Finland

76.64
87.00
78.57

105.38
83.73

14.13
16.74
14.08
15.13
18.05

135.66
141.27
159.04
232.75
141.68

226.42
245.01
251.70
353.26
243.47

63.74
70.54
68.15
96.31a

68.06

8.90
11.91
10.78
12.17a

12.80

123.39
137.88
157.51
220.43a

133.66

196.04
220.33
236.44
328.91a

214.52

France
Germany
Greece
Ireland
Italy

65.89
88.05
81.52

111.48
77.08

4.83
16.01
11.54
24.08
8.62

144.62
152.80
129.93
175.57
133.42

215.33
256.86
222.99
311.12
219.13

57.40
75.14
67.81
88.58
65.09b

3.75
11.41
10.94
14.73
6.69b

141.71
143.70
109.94
154.75
120.17b

202.86
230.24
188.69
258.06
191.95b

Japan
Netherlands
New Zealand
Norway
Portugal

62.06
87.94

102.89
82.16

104.57

4.43
13.26
18.08
13.56
9.30

112.42
158.43
164.29
146.75
157.66

178.92
259.62
285.26
242.48
271.53

54.34
75.81
88.63
70.94
85.13

3.80
9.00

14.46
9.47
8.21

100.55
165.46
159.65
145.72
143.17

158.69
250.27
262.73
226.14
236.51

Spain
Sweden
United Kingdom
United States

69.45
72.53

111.93
101.59

7.40
14.14
22.60
19.95

119.95
137.95
164.20
207.10

196.80
224.62
298.72
328.65

60.39
66.90c

89.64
96.41b

6.06
12.07c

15.44
19.48b

113.83
137.80c

163.58
200.03b

180.28
216.78c

268.66
315.92b

SOURCE: Authors’ calculations based on data from the World Health Organization mortality database.

NOTE: IHD is ischemic heart disease.
a 2000–01.
b 2002.
c 2001–02.
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far above countries such as France, Japan, and Australia.
� Excess deaths in the United States. Between 1997–98 and 2002–03, amena-

ble mortality in the United States did not decline as rapidly as in other industrial-
ized countries. As a result, by 2002–03 the United States had among the highest
amenable mortality rates of the countries studied, for both males and females. It is
possible to estimate the consequences if the United States would achieve the ame-
nable mortality rate seen in other comparator countries. We have estimated a lower
and upper bound of the number of deaths that could have been saved in 2002 if the
United States had achieved (1) the average of all countries analyzed excluding the
United States (lower bound) or (2) the average of the three top-performing coun-
tries (France, Japan, and Australia; Exhibit 5) as an upper bound. Applying the cor-
responding death rates to the U.S. population, we estimated that between just under
75,000 deaths (average of eighteen OECD countries) and just over 101,000 deaths
(top three performers) under age seventy-five could be saved in the United States.
Thus, even the more conservative estimate of 75,000 deaths is almost twice the Insti-
tute of Medicine’s (lower) estimate of the number of deaths attributable to medical
errors in the United States each year.15

� Beyond aggregate data. As an aggregate indicator, the rate of amenable mor-
tality conceals a wealth of detail about patterns and trends in deaths from particular
causes. It is thus important to explore whether the relatively poor U.S. performance
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EXHIBIT 3
Percentage Decline In Mortality From Amenable Causes And Other Causes Of Death
Among Males Ages 0–74 In Nineteen Countries From 1997–98 To 2002–03

SOURCE: Authors’ calculations based on data from the World Health Organization mortality database.
NOTE: Denmark: 2000–02; Sweden: 2001–02; Italy, US: 2002.
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over the study period can be linked to particular conditions or, indeed, whether the
overall limited progress conceals some areas of improvement, perhaps counterbal-
anced by areas of deterioration.

Given the many options provided by these data, the choice of comparator coun-
tries is essentially arbitrary. We chose two countries for comparison: the United
Kingdom and France. In the United Kingdom, death rates from amenable causes in
1998 were between 10 percent (women) and 15 percent (men) higher than U.S.
rates, yet the percentage reductions in amenable mortality were, at around 21 per-
cent, four to five times greater than U.S. reductions. We also included France as an
example of a country with traditionally low mortality from amenable conditions.
Both countries have populations of around sixty million; thus, the numbers of
deaths are large enough to give confidence in the comparisons.

Exhibit 6 shows the death rates from selected amenable causes at the beginning
and end of the study period for both males and females in the three countries, il-
lustrating how countries experienced both improvement and deterioration in se-
lected indicators. However, this must be interpreted against the background of ac-
tual mortality levels. Thus, the most important contributors to amenable
mortality are treatable cancers and circulatory diseases. All three countries expe-
rienced a reduction in mortality from treatable cancers; as a result, mortality from
this cause in the United States and France has remained fairly similar over time (if
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EXHIBIT 4
Percentage Decline In Mortality From Amenable Causes And Other Causes Of Death
Among Females Ages 0–74 In Nineteen Countries From 1997–98 To 2002–03

SOURCE: Authors’ calculations based on data from the World Health Organization mortality database.
NOTE: Denmark: 2000–02; Sweden: 2001–02; Italy, US: 2002.
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marginally lower in the United States), whereas the United Kingdom, because of
the somewhat steeper decline in both sexes, narrowed the cancer mortality gap
with the United States by about six percentage points in males and about five per-
centage points in women.

Similarly, all countries experienced declines in mortality from treatable circula-
tory diseases other than IHD (mostly cerebrovascular disease), of between 8 per-
cent in the United States and 17 percent in the United Kingdom and France. The
larger reductions in the United Kingdom meant that by 2002–03, death rates had
fallen below U.S. levels, whereas in France, the mortality advantage over the
United States had increased further, from 24 percent in 1998 to 38 percent in
2002–03 in males and from 70 percent to 90 percent in women.

This widening of the amenable mortality gap is also reflected in the greater
progress in reducing mortality under age seventy-five from IHD in both France
and the United Kingdom by, respectively, about 20 percent and 30 percent, com-
pared to the United States, where IHD mortality fell by 2 percent only (both
sexes). As a result, IHD mortality in the United Kingdom, which in 1998 had ex-
ceeded U.S. rates by 29 percent among males and 13 percent among women, had
fallen to below U.S. levels in 2002–03. Also, the greater decline in France resulted
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EXHIBIT 5
Comparison Of Rankings Based On Age-Standardized Death Rates (SDRs) Per
100,000 From Amenable Mortality (Both Sexes Combined) In Nineteen Organization
For Economic Cooperation And Development (OECD) Countries, 1997–98 And 2002–
03

Rank,
1997–98

Amenable mortality
(SDR, ages 0–74)

Rank,
2002–03

Change
in rankCountry 1997–98 2002–03

1
2
3
4
5

France
Japan
Spain
Australia
Sweden

75.62
81.42
84.26
87.95
88.44

64.79
71.17
73.83
71.32
82.09

1
2
4
3
9

–
–
–1
+1
–4

6
7
8
9
10

Italy
Canada
Netherlands
Greece
Norway

88.77
88.88
96.89
97.27
98.64

74.00
76.83
81.86
84.31
79.79

5
6
8

10
7

+1
+1
–
–1
+3

11
12
13
14
15

Germany
Austria
Denmark
New Zealand
United States

106.18
108.92
113.01
114.54
114.74

90.13
84.48

100.84
95.57

109.65

12
11
15
14
19

–1
+1
–2
–
–4

16
17
18
19

Finland
Portugal
United Kingdom
Ireland

116.22
128.39
129.96
134.36

93.34
104.31
102.81
103.42

13
18
16
17

+3
–1
+2
+2

SOURCE: Authors’ calculations based on data from the World Health Organization mortality database.

NOTES: Denmark: 2000–01; Sweden 2001–02; Italy, U.S.: 2002. SDR is standardized death rate.
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in 2002–03 U.S. rates’ exceeding French rates by a factor of three (men) to five
(women).

Discussion
This analysis of mortality from causes potentially avoidable through timely and

effective health care in nineteen industrialized countries found a clear decline in
these deaths between 1997–98 and 2002–03 in all of the countries studied, al-
though the scale and pace of change varied. The largest reductions were seen in
countries with the highest initial levels, including Portugal, Finland, Ireland, and
the United Kingdom, but also in some countries that had been performing better,
such as Australia and Italy. In contrast, the United States also started from a rela-
tively high amenable mortality level but experienced smaller reductions.
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EXHIBIT 6
Age-Standardized Death Rates (SDRs) Per 100,000 Among Males And Females Ages
0–74, From Selected Causes In The United States, United Kingdom, And France,
1998 And 2002 or 2003

Males

United States United Kingdom France

Disease 1998 2002 Ratio 1998 2003 Ratio 1998 2003 Ratio

All amenable
Infectious diseases
Neoplasms

128.51
4.77

17.06

123.36
6.06

16.22

0.96
1.27
0.95

148.62
1.90

19.12

116.62
2.03

17.18

0.78
1.07
0.90

85.87
1.87

17.36

72.62
3.35

16.38

0.85
1.79
0.94

Diabetes
IHD (50%)
Other circ. diseases

1.93
48.69
30.08

2.09
47.78
27.64

1.08
0.98
0.92

0.70
63.05
31.21

0.65
46.28
25.87

0.93
0.73
0.83

0.56
20.35
24.20

0.69
16.79
20.07

1.23
0.83
0.83

Resp. diseases
Surgical cond. and

medical errors

10.41

8.38

6.68

8.09

0.64

0.96

17.52

7.37

9.79

7.21

0.56

0.98

7.26

4.64

4.06

4.82

0.56

1.04

Perinatal, maternal,
and congenital cond.

Othera
6.56
0.63

8.23
0.58

1.26
0.92

5.82
1.93

5.44
2.16

0.93
1.12

7.71
1.92

4.19
2.28

0.54
1.19

Females

All amenable
Infectious diseases
Neoplasms

101.59
3.78

35.19

96.41
5.05

31.73

0.95
1.34
0.90

111.93
1.43

40.75

89.64
1.53

35.29

0.80
1.08
0.87

65.89
0.89

34.85

57.40
1.80

31.86

0.87
2.02
0.91

Diabetes
IHD (50%)
Other circ. diseases

1.31
19.95
22.50

1.37
19.48
20.74

1.05
0.98
0.92

0.36
22.60
23.88

0.38
15.44
19.56

1.05
0.68
0.82

0.25
4.83

13.26

0.34
3.75

10.97

1.35
0.78
0.83

Resp. diseases
Surgical cond. and

medical errors

6.51

7.11

4.46

6.83

0.69

0.96

11.83

5.89

6.48

6.20

0.55

1.05

2.88

4.18

1.58

3.96

0.55

0.95

Perinatal, maternal,
and congenital cond.

Othera
4.68
0.57

6.21
0.55

1.33
0.97

4.04
1.15

3.45
1.33

0.85
1.16

3.65
1.10

1.91
1.23

0.52
1.12

SOURCE: Authors’ calculations based on data from the World Health Organization mortality database.

NOTE: IHD is ischemic heart disease.
a Thyroid disease, epilepsy.
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� Potential data problems. Any analysis that involves comparing aggregate
data across countries must consider potential data problems. Before discussing our
findings, it is therefore necessary to explore some of the limitations.

The concept of amenable mortality. It is important to recognize that the development
of any list of indicators of amenable mortality involves a degree of judgment, as a
death from any cause is typically the final event in a complex chain of processes
that include issues related to underlying social and economic factors, lifestyles,
and preventive and curative health care. As a consequence, interpretation of find-
ings requires an understanding of the natural history and scope for prevention and
treatment of the condition in question. Thus, in the case of IHD, we find accumu-
lating evidence that suggests that advances in health care have contributed to de-
clining mortality from this condition in many countries, yet it is equally clear that
large international differences in mortality predated the advent of effective health
care, reflecting factors such as diet and rates of smoking and physical activity.16 To
account for this variation, we included only half of the mortality from IHD, al-
though, based on the available evidence, figures between, say, 25 percent and 70
percent would be equally justifiable. A similar case could of course be made for
mortality from cerebrovascular disease, although evidence points to a potentially
greater impact of health care on stroke mortality compared with IHD, in terms of
both increasing survival after stroke and reducing incidence, by means of better
treatment of high blood pressure.17 We chose to not apply a relative weight to this
cause of death to maintain comparability with the earlier analysis this paper seeks
to update.18 Also, we do not believe that the underlying evidence is sufficiently
sound to enable assessment of the precise impact of particular interventions on
some conditions at this stage, given the multifactorial nature of most outcomes
and the phases involved in developing the actual condition.

The categorization of a condition as amenable is essentially based on a judg-
ment about the effectiveness of different interventions that might prevent death.
Amenable conditions are those from which it is reasonable to expect death to be
averted even after the condition develops. This includes causes such as appendici-
tis and hypertension, where the medical nature of the intervention is apparent; it
also includes causes of deaths susceptible to secondary prevention through early
detection and effective treatment, such as cancer of the cervix uteri, for which ef-
fective screening programs exist, and tuberculosis, where, although the acquisi-
tion of disease is largely driven by socioeconomic conditions, timely treatment is
effective in preventing death.

The list of conditions considered “amenable” in this analysis is based on a com-
prehensive review of earlier work, which has, in different variations, been used
widely.19 Certainly, what is considered amenable to health care will change over
time as new pharmaceuticals and management strategies are developed. Thus,
testicular cancer is now largely curable, although the extent to which this is
achieved by different health care systems varies.20
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One further issue is the choice of an upper age limit. We included deaths only
up to age seventy-five, although it is also clear that advances in medical care are
making an increasingly large contribution to survival of people at older ages. Con-
versely, there remains uncertainty about the validity of death certification at these
ages in many countries, not least because of the problems created by the frequent
existence of multiple comorbidities.

Data quality. Observed differences in mortality from selected conditions, includ-
ing those considered amenable to health care, may be attributable in part to differ-
ences in diagnostic patterns, death certification, or coding of cause of death.21 This
problem is common to all analyses that employ geographical or temporal analyses,
or both, of mortality data.22 An evaluation of cause-of-death statistics in the Euro-
pean Union found the quality and comparability of cardiovascular and respiratory
death reporting across the region to be sufficiently valid for epidemiological pur-
poses.23 Problems that were identified were insufficient to explain observed varia-
tions in mortality from selected causes of cardiovascular or respiratory death.

One obvious challenge arises from the periodic revisions of the ICD. Eight
countries included in this analysis moved from ICD-9 to ICD-10 during the period
under consideration; three of them (Austria, Portugal, and the United Kingdom)
showed particularly large declines in amenable mortality—more than 15 per-
cent—between 1997–98 and 2002–03. Considerable reductions were also ob-
served for Canada, France, New Zealand, and Spain. However, the United States
was also one of the countries that changed from ICD-9 to ICD-10, but, as already
noted, observed U.S. declines were much less rapid.

The consequences of the move from ICD-9 to ICD-10 have been analyzed in
some detail in the United States and the United Kingdom (England and Wales),
demonstrating an impact on reported numbers of death from cerebrovascular dis-
ease (net increase of 6 percent and 9–13 percent) and pneumonia (net “decline” of
30–35 percent in both countries).24 These changes have been attributed to changes
in the rules that determine direct sequelae (Rule 3), and the observed increases in
cerebrovascular disease have been interpreted as the consequence of a redistribu-
tion of deaths from pneumonia.25 However, no substantial changes were observed
for IHD in either country.

Although we cannot exclude entirely the possibility that the introduction of
ICD-10 during the study period might have led to an overestimation of observed
declines in amenable mortality in some countries, we believe this impact to be
small. This is mainly because some countries that did not undergo a change in
ICD, such as Finland, Ireland, and Greece, recorded reductions in amenable mor-
tality that were of a similar scale. Furthermore, Austria and Portugal also experi-
enced large declines in total mortality (not shown), which cannot have been af-
fected by changes in ICD. Also, we combined single causes and cause groups, so
any redistribution of amenable deaths between categories will have been captured
in our analysis. Finally, analyses from England and Wales demonstrated that ob-
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served changes following the introduction of ICD-10 were more likely to occur at
age seventy-five and older, which were not included here, thereby further mini-
mizing any effect from possible variation in certification and coding practices.26

� Interpretation. By 2002–03 the United States had among the highest death
rates from causes amenable to health care of the countries studied, for both males
and females. From the preceding discussion of potential limitations, it does not seem
plausible to dismiss the comparatively poor performance of the U.S. health care sys-
tem as an artefact of the data.

The rate of amenable mortality is a valuable indicator of health care system per-
formance, although it is important to note that the underlying concept should not
be mistaken as definitive evidence of differences in effectiveness of health care but
rather as a an indicator of potential weaknesses in health care that can then be in-
vestigated in more depth.27 At the same time, the findings presented here are con-
sistent with other cross-national analyses, demonstrating the relative underper-
formance of the U.S. health care system in several key indicators compared with
other industrialized countries.28 The underlying reasons for the observed lack in
progress in the United States as a whole are likely to be manifold; however, it is
equally clear that an aggregate national figure of amenable mortality as presented
here will inevitably conceal large variations in terms of geography, race, and insur-
ance coverage, among many other factors. This was recently demonstrated in the
State Scorecard on Health System Performance, which revealed a twofold differ-
ence across the fifty states and District of Columbia on the measure of amenable
mortality in 2002.29 It also estimated that if all states achieved levels seen in the
best-performing state on this measure, about 90,000 premature deaths might be
avoided annually. However, this figure still falls short of the 101,000 deaths that
could be avoided if the United States were to achieve levels of amenable mortality
seen in the three top-performing countries.

Of course, as indicated above, any further interpretation of such information
needs to go beyond the aggregate figure at the subnational level if these findings
are to inform policy. The concept of amenable mortality captures the potential im-
pact of health care on population health only; thus, assessment of overall health
system performance also requires analyses of indicators that measure the relative
success of policies outside the direct control of the health care sector that also af-
fect the public’s health, such as tobacco and alcohol policies.30 Although such an
analysis would enrich the picture painted here, it clearly goes beyond the scope of
this paper. Even in the absence of such an analysis, it is important to highlight the
comparatively slow U.S. progress in reducing mortality from IHD and other circu-
latory diseases, largely stroke. Further interpretation of these observations must
remain speculative. It is, however, difficult to disregard the observation that the
slow decline in U.S. amenable mortality has coincided with an increase in the un-
insured population, an issue that is now receiving renewed attention in several
states and among potential presidential candidates from both parties.31
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PNHP Backgrounder, October, 2008 

U.S. Fares Poorly in International Comparisons of Health System Performance 

1. The United States ranks last in preventable death rates among 19 industrialized 
countries, resulting in about 101,000 excess deaths per year.  In addition, while other nations 
improved dramatically during the study period, 1997 to 2002, the US improved only slightly.  
The study compared "amenable mortality" rates, deaths before the age of 75 from causes that are 
potentially preventable with timely and effective healthcare, and found that if the United States 
had matched the rate achieved by the three top-performing countries (France, Japan, and 
Australia) it would have had 101,000 fewer deaths per year by the end of the study period.  On 
average, "amenable mortality" in the 18 other countries fell by 16 percent, whereas it fell by only 
4 percent in the United States (E. Nolte and C. M. McKee, "US Has Most Preventable Deaths 
Among 19 Nations," Heath Affairs, January/February 2008). 

2. Despite much higher health spending per capita in 2004 ($6,102 vs. $2,552), the United 
States has fewer health care resources per capita than the international average for 30 
industrialized nations in the Organization for Economic Cooperation and Development (OECD).  
The U.S. has fewer doctors (2.4 vs. 3.2 per thousand population), fewer doctor visits (3.9 vs. 6.1 
per capita), fewer RNs (7.9 vs. 8.1 per thousand), fewer acute care beds (2.8 vs. 3.8 per 
thousand) and shorter hospital stays (6.5 vs. 8.2 days) than the OECD international average 
(Anderson et al, Health Affairs, Sept/October 2007). 

3. U.S. patients are more likely than patients in seven other industrialized nations to say 
they experienced medical errors, went without care because of costs, and that the health 
care system needs to be rebuilt completely.  Among U.S. patients with 2 or more chronic 
medical conditions, 32 percent reported a medical error in the last two years, versus 24 percent of 
patients in the United Kingdom and 16 percent of German patients.  Thirty-seven percent of all 
U.S. adults and 42 percent of those with chronic conditions had skipped medications, not seen a 
doctor when sick, or foregone recommended care in the past year because of costs-rates well 
above all the other countries surveyed.  34 percent of Americans said that the US health system 
needs to be "rebuilt completely," compared to 15 percent in the UK and 12 percent in Canada 
(Mahon et al, Commonwealth Fund, 11/01/07). 

4. A new scorecard measuring 37 indicators of overall health system performance against 
benchmarks achieved in the U.S. or abroad gave the U.S. a score of only 66 out of 100. The U.S.
ranked last among 23 industrialized nations on infant mortality (7.0 deaths per 1,000 live 
births, more than double the rate of the Iceland, Japan and Finland), and did poorly on such 
measures as ability to see a doctor on the same or next day when needed (47 percent of U.S. 
adults vs. 81 percent in the highest-performing nations), and percent of national health 
expenditures going to health insurance administration (7.3 percent of NHE in the U.S. vs. 2.0 
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percent in the best nations). (Schoen, C. et al. "U.S. Health System Performance: A National 
Scorecard," Health Affairs Web Exclusive, November/December 2006). 

5. 51 percent of U.S. physicians report patients often have difficulty paying for 
medications, compared with between 7 and 27 percent in other English-speaking nations, 
according to a survey of 6,000 primary care doctors in Australia, Canada, New Zealand, the 
U.K., and the U.S. Just 40 percent of U.S. physicians have arrangements for patients to see a 
nurse or doctor after-hours, compared with between 76 and 95 percent in the other nations. Only 
28 percent of U.S. doctors and 23 percent of Canadian doctors use electronic medical records, 
compared with between 79 and 98 percent in the remaining countries. (Schoen, C. et al "On the 
Front Lines of Care," Health Affairs Web Exclusive 11/2/06). 

6. An international survey of patient views on the care they receive found that U.S. patients 
feel more negatively about their health system than patients in Australia, Canada, Germany, New 
Zealand or the United Kingdom. In addition to ranking last overall, the U.S. received the worst 
patient reviews on four of the six Institute of Medicine quality measures studied: patient 
safety, patient-centeredness, efficiency, and equity. The U.S. ranked first on effectiveness but 
only third on timeliness. (Davis, K. et al, "Mirror Mirror on the Wall," Commonwealth Fund, 
April 2006). 

7. Lower-income patients in the United States receive worse care than their higher-income 
counterparts on 21 of 30 primary care quality measures, a far higher number of disparities than 
experienced by lower-income patients in New Zealand (8 measures), Canada (5 measures), 
Australia (4 measures) and the U.K. (1 measure). U.S. lower-income patients were the most 
likely of any nation to have difficulty getting care after hours (70 percent), have a cost-related 
access problem (57 percent), have a care coordination problem (36 percent), and rate their doctor 
fair or poor (22 percent). (Huynh, P. et al "The U.S. Health Care Divide," Commonwealth Fund, 
April 2006). 

8. The median waiting time for specialist care or a referral from a specialist to surgery was 
about 4 weeks in Canada in 2005 according a survey of 33,000 Canadian patients by Statistics 
Canada, the counterpart to the U.S. Census Bureau. The median waiting time for a diagnostic test 
was about 3 weeks. PNHP maintains a directory of provincial waiting time data available at 
www.pnhp.org/provincewaits.php (Statistics Canada Data 2006). 
 More Canadian-trained physicians moved back to Canada in 2007 (192) than left the 
country (133), according to the latest data from the Canadian Institute for Health Information.  
Overall, 207 physicians left Canada in 2007, while 238 returned from abroad, for a net gain of 31 
(CIHI, Canada's Health Care Providers, 2007). 
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Section II: The Evidence Based Case for Single Payer National Health Insurance

Talking Point 8

Competition among investor owned, for profit
entitites – including hospitals, HMOs, and nursing

homes – increases costs and degrades quality.
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Why would anyone choose to emulate the US health-
care system? Costs per capita are about twice the 
Organisation for Economic Cooperation and Devel-
opment average. Forty seven million people are com-
pletely uninsured. Many others with insurance face 
high out of pocket costs that hinder care and bankrupt 
more than a million annually.1 Mortality statistics lag 
behind those of most other wealthy countries, and 
even for the insured population, clinical outcomes and 
patient satisfaction are mediocre.2 3

This dismal record arises, we contend, from health 
policies that emphasise market incentives. Even as the 
public share of health spending in the US  has risen 
to 60% (box) investor owned firms have eclipsed the 
public, professional, and charitable bodies that previ-
ously managed the financing and delivery of care.  The 
development and effect of US policies that mix public 
funding and private management has wider relevance 
because politicians in Europe and beyond are pushing 
analogous schemes.

Failure of  private contracting in Medicare 
The combination of tax funding and market oriented 
delivery is exemplified by the US Medicare programme, 
which has a budget more than double that of the entire 
NHS. Until 1965, many US employers offered private 
health cover, but elderly, poor, and disabled people 
were mostly uninsured and forced to rely on threadbare 
government institutions or charity. In 1965, Congress 
established the Medicare social insurance programme 
for elderly people. Private hospitals gained a vast new 
market, and investors soon took note, launching for-
profit chains that now account for 15% of US acute care 

hospitals. Similarly, for-profit dialysis firms rushed in 
after the government made everyone with end stage 
renal disease eligible for Medicare in 1972.

Until the 1970s, private insurers (mostly founded 
and controlled by doctors and hospitals) and Medi-
care exerted minimal oversight of care and payment 
rates. But soaring costs prodded employers and gov-
ernment to assert more control. In the private sector, 
managed care and health maintenance organisations 
(HMOs) most of which were controlled by investors 
rather than health providers and vigorously intervened 
in clinical care rapidly gained a foothold.

In the mid-1980s, Medicare also began encouraging 
elderly people to enrol in private HMOs. Government 
paid the private plans a fixed monthly premium for each 
person who switched from traditional (fee for service) 
Medicare, with the HMO taking over responsibility for 
purchasing (or, rarely, providing) care. This arrangement 
was touted as a means to bring market efficiency to the 
public programme and to broaden patients’ choices.

Unfortunately, the first crop of Medicare HMOs 
yielded mainly scandal—for example, a major political 
donor whose plan enrolled thousands of aged patients 
in Florida (and collected tens of millions of government 
dollars) but neglected to contract with doctors or hos-
pitals to care for them. He fled prosecution, eventually 
seeking refuge in Spain.4

Subsequently, Medicare applied stricter regulations. 
The government set the HMOs’ payment at 95% of 
the average monthly cost of care for a patient in tra-
ditional Medicare, with the expectation of 5% savings 
through improved efficiency. Patients who chose an 
HMO—attracted by free spectacles, lower copay-
ments, and other benefits not covered under traditional 
Medicare were free to return to traditional Medicare 
whenever they wished.

HMOs recognised an opportunity in the skewed 
distribution of health costs. Most patients use little 
care indeed 22% of elderly people cost Medicare 
nothing at all each year while the fraction who are 
severely ill account for the lion’s share of expenditures. 
Astute HMO executives quickly realised windfall profits 
through cherry picking—recruiting healthier than aver-
age older people who brought hefty premiums but used 
little care and returning sick patients, and their high 
medical bills, to the traditional Medicare programme—
disrupting care for millions.5

HMO marketing departments devised selective 
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Tax financed health spending in US

• Official figures for 2005 peg government’s share of total health expenditure at 45.4%, but 
this excludes:  
Tax subsidies for private insurance, which cost the federal treasury $188.6bn (£92bn; 
€129bn)  in 2004 and predominantly benefit wealthy taxpayers 
Government purchases of private health insurance for public employees such as police 
officers and teachers. Government paid private insurers $120.2bn for such coverage in 2005: 
24.7% of the total spending by US employers for private insurance

• Government’s true share amounted to 9.7% of gross domestic product in 2005, 60.5% of 
total health spending or $4048 per capita (out of total expenditure of $6697)

• By contrast, government health spending in Canada and the UK was 6.9% and 7.2% of gross 
domestic product respectively (or $2337 and $2371 per capita)

• Government health spending per capita in the US exceeds total (public plus private) per 
capita health spending in every country except Norway, Switzerland, and Luxembourg
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recruitment schemes to attract healthy people. These 
included free fitness club memberships, complementary 
recruiting dinners at times and places inaccessible to 
frail elderly people, and advertisements painted on 
the bottoms of swimming pools. HMOs used financial 
incentives to encourage doctors to persuade sick patients 
to leave the HMO—for example, deducting payments to 
specialists from the primary care doctor’s own capitation 
payment. Hence, a general practitioner could raise her 
income by advising patients needing hip replacement 
to leave the HMO, and even convince herself that such 
advice might benefit patients by freeing them of HMO 
restrictions on the choice of surgeon and hospital.

HMOs concentrated on ensuring convenient and 
attractive care for the modest needs of healthy (and 
profitable) older people. Meanwhile, expensive, ill 
patients fared poorly. Stroke patients, those need-
ing home care, and others with chronic illnesses got 
skimpy care, had bad outcomes, and fled HMOs.5-8 
And when all else failed and an HMO found itself 
saddled with too many unprofitably ill patients in a 
particular county, executives simply closed up shop 
in that area and returned the patients to traditional 
Medicare.

By the late 1990s, private HMOs’ selective enrol-
ment of healthy elderly people and removal of sick 
people had raised annual Medicare costs by about 
$2bn.9 Yet despite this subsidy, HMOs couldn’t effec-
tively compete with traditional Medicare. The bur-
den of administrative costs about 15% in the largest 
Medicare HMO10 compared with 3% in traditional 
Medicare was too great to overcome. Many HMOs 
couldn’t sustain the extra benefits they had offered at 
the outset to attract members.

As enrolment fell, HMOs lobbied hard for govern-
ment rescue, and Congress upped their payments. 
Currently, Medicare pays private plans $77bn annu-
ally; the cost of caring for the eight million Medicare 
members who have switched to HMOs is 12% above 
the cost of caring for comparable patients in traditional 
Medicare.11

Medicare’s HMO contracting programme, originally 
touted as a market based strategy to improve the pub-
lic programme’s efficiency, has evolved into a multi-
billion dollar subsidy for private HMOs. Moreover, 
the massive financial power amassed by these firms 
(largely at government expense) is a political roadblock 
to terminating this failed experiment.

Is private really better?
Other US experiments in using public money to buy 
care from private firms have also disappointed. Costs 
for the private insurance that government purchases 
for public employees have risen even faster than Medi-
care’s.12 According to comprehensive meta-analyses, 
investor owned renal dialysis centres (funded almost 
entirely by the special Medicare programme that 
covers everyone needing long term dialysis) have 
9% higher mortality than non-profit centres despite 
equivalent costs13; and investor owned hospitals—which 
receive most of their funding from public coffers—have 

2% higher death rates and 19% higher costs than non-
profit hospitals.14 15 Despite spending less on nurses 
and other clinical staff, investor owned hospitals spend 
more on managers.16

If the failings of private contracting in the US are 
underappreciated, so is the major success story of 
recent US health policy: the Veterans Health Admin-
istration system. This network of hospitals and clinics 
owned and operated by government was long derided 
as a US example of failed Soviet-style central planning. 
Yet it has recently emerged as a widely recognised 
leader in quality improvement and information tech-
nology. At present, the Veterans Health Administration 
offers more equitable care, of higher quality, at compa-
rable or lower cost than private sector alternatives.17

Costs of market forces
Health care’s shift from a public service to a busi-
ness model has raised costs, partly by stimulating the 
growth of bureaucracy. The proportion of health funds 
devoted to administration in the US has risen 50% in 
the past 30 years and now stands at 31% of total health 
spending, nearly twice the proportion in Canada.18 
Meanwhile, administration has been transmogrified 
from the servant of medicine to its master, from a 
handful of support staff dedicated to facilitating patient 
care to a vast army preoccupied with profitability.

Recent trends elsewhere indicate that the US expe-
rience is not unique. The advent of internal markets 
sharply increased administrative costs in the UK19 and 
New Zealand.20 The overheads of  Canadian private 
insurers are 10 times higher than those of public pro-
vincial health insurance programmes.18 In Australia, 
tax subsidies for private insurance have directed 
money through private firms, whose overhead is 12% 
(versus 3.5% in the public programme)21; the private 
hospitals favoured by current policies are about 10% 

By the late 
1990s private 
health plans 
were selectively 
enrolling healthy 
people and 
removing sick 
ones
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costlier than public ones.22 As Germany’s insurance 
plans have adopted an increasingly business-like mode 
of operation, administrative costs have soared, rising 
63.3% between 1992 and 2003; meanwhile doctors 
complain about an avalanche of paperwork.23

Two factors are at work. Firstly, fragmenting the 
funding stream, with multiple payers rather than a 
single government one, necessarily adds complexity 
and redundancy. Secondly, high administrative costs 
are intrinsic to the commercial mode (in medical care 
as elsewhere). Each party to a business transaction 
must maintain its own detailed accounting records, not 
primarily for coordination but as evidence in case of 
disputes.24 Moreover, investors and regulators demand 
verification by independent auditors, generating yet 
another set of records. Thus the commercial record 
replicates each clinical encounter in paper form before, 
during, and after it takes place in the examining room. 
The sense of mutual obligation and shared mission to 
which medicine once aspired becomes irrelevant, even 
a liability. Hence, the decision to unleash market forces 
is, among other things, a decision to divert healthcare 
dollars to paperwork.

Market failure
Market theorists argue that although competition 
increases administration, it should drive down total 
costs. Why hasn’t practice borne out this theory?

Investor owned healthcare firms are not cost mini-
misers but profit maximisers. Strategies that bolster 
profitability often worsen efficiency. US firms have 
found that raising revenues by exploiting loopholes or 
lobbying politicians is more profitable than improving 
efficiency or quality. Columbia/Hospital Corporation 
of America (HCA) the biggest US private hospital 
operator deliberately submitted inflated bills and 
expenses to the government, structured business 
deals so that Medicare picked up the cost of corporate 
expenses, and paid doctors in return for patient refer-
rals.25 Tenet, the second largest hospital firm, has a 
long history of legal problems. In the 1980s (when the 
firm was known as National Medical Enterprises) it 
gave doctors kickbacks to boost referrals and improp-
erly detained psychiatric patients in order to fill beds, 
resulting in legal settlements totalling nearly $700m.26 
More recently, Tenet paid hundreds of millions of dol-
lars in fines to resolve claims that it offered kickbacks 

for referrals; claimed excessive sums from Medicare; 
and that its hospitals performed hundreds of unneces-
sary cardiac procedures.27-29

For-profit executives’ incomes also drain money 
from care. When Columbia/HCA’s chief executive 
officer resigned in the face of fraud investigations into 
the company, he left with $324m in company stock. 
Tenet’s chief executive exercised stock options worth 
$111m shortly before resigning under pressure from 
investors in 2003. The head of HealthSouth (the domi-
nant provider of rehabilitation care, mostly paid for 
by Medicare) made $112m in 2002, the year before 
his indictment for fraud (charges of which he was later 
acquitted) and four years before his conviction on unre-
lated bribery charges.30

Even chief executives of untainted firms have reaped 
enormous rewards. Former Harvard geriatrician John 
Rowe earned $225 000 a day (including Sundays and 
holidays) in his 65 months running Aetna health insur-
ance company.31 Bill McGuire made $1.6bn after giving 
up pulmonary medicine to run UnitedHealthcare.32

While private contracting has benefited executives 
and shareholders, it has increased costs and worsened 
quality because health care cannot meet the funda-
mental requirements for a functioning market. It is 
fashionable to view patients as consumers, but seri-
ously ill people (who consume most care) cannot shop 
around, reduce demand when suppliers raise prices, 
or accurately appraise quality. They necessarily rely 
on their doctor’s advice on which tests and treatments 
to “purchase.” 

Even for sophisticated buyers like government, 
the “product” of health care is notoriously difficult to 
evaluate, particularly since doctors and hospitals cre-
ate the data used to evaluate and reward them. When 
Tenet hospitals did heart surgery on healthy patients, 
the surgical outcomes appeared first rate. Even for 
honest firms, careful selection of lucrative patients 
and services is the key to success. Conversely, meet-
ing community needs often threatens profitability and 
hence institutional survival. In the past decade 425 
emergency departments magnets for both very sick 
and uninsured patients unable to pay have closed. 
Overcrowded US emergency departments turn away 
an ambulance once a minute, on average.33

Finally, a real market would require multiple inde-
pendent sellers, with free entry into the marketplace. 
Yet many hospitals exercise virtual monopolies; half 
of Americans live in regions too sparsely populated to 
support real medical competition.

What’s driving privatisation?
Evidence from the US is remarkably consistent; public 
funding of private care yields poor results. In practice, 
public-private competition means that private firms carve 
out the profitable niches, leaving a financially depleted 
public sector responsible for the unprofitable patients 
and services. Based on this experience, only a dunce 
could believe that market based reform will improve 
efficiency or effectiveness. Why do politicians who are 
anything but stupid persist on this track?

Overcrowded 
US emergency 
departments 
turn away an 
ambulance once 
a minute, on 
average

Hallmarks of market based reforms

• Market reforms aim to bring medicine into the realm of commerce, where commodities    
(homogeneous goods or services) are bought and sold for profit

• The first stage of this process is to divide the medical enterprise into discreet, saleable units 
(commodities), creating buyers and sellers—for example, separating responsibility for 
financing and providing care or moving from global hospital budgets to fixed payment for a 
specific procedure

• Once medical commodities are defined, the sellers (medical providers) are forced to 
compete, giving rise to financial winners and losers 

• Because most medical commodities are heterogeneous (patients differ) providers can gain 
advantage by market segmentation—for example, caring for a relatively healthy subgroup of 
patients with a particular diagnosis

• Profitable providers attract investors and amass the financial (and political) power to expand 
their opportunities, while unprofitable ones are driven from the market
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Such reforms offer a covert means to redistribute 
wealth and income in favour of the affluent and pow-
erful. Privatisation trades the relatively flat pay scales 
in government for the much steeper ones in private 
industry; the 15-fold pay gradient between the highest 
and lowest paid workers in the US government gives 
way to the 2000:1 gradient at Aetna.

But even more important, privatisation of publicly 
funded health systems uses the public treasury to cre-
ate profit opportunities for firms needing new markets. 
US private insurers used to focus on selling coverage 
to employer sponsored groups and shunned elderly 
people as uninsurable. Now, with employers cutting 
health benefits, insurers have turned to public treasur-
ies for new revenues. And why stop at selling insur-
ance? Why not tap into the trillions spent annually on 
care in hospitals and doctors’ offices?

Lessons for other countries
Market fundamentalists conjure visions of efficient 
medical markets partnered with government over-
sight and funding to assure fairness and universality. 
But regulation is overmatched. Incentives for optimal 
performance align imperfectly, at best, with the real 
goals of care. Matrices intended to link payment to 
results instead reward entrepreneurs skilled in clever 
circumvention. Their financial and political clout 
grows; those who guilelessly pursue the arduous work 
of good patient care lose in the medical marketplace.

Health systems in every nation need innovation 
and improvement. But remedies imported from com-
merce consistently yield inferior care at inflated prices. 
Instead we prescribe adequate dosing of public funds; 
budgeting on a community-wide scale to align invest-
ment with health priorities and stimulate cooperation 
among public health, primary, and hospital care; 
encouragement of local innovation; explicit empow-
erment of patients and their families; intensive audit 
for improvement, not reward or blame; a system based 
on trust and common purpose; and leadership not by 
corporations but by “imaginative, inspired, capable 
and . . . joyous people, invited to use their minds and 
their wills to cooperate in reinventing the system, itself  
. . . because of the meaning it adds to the lives and the 
peace it offers in their souls.”34

We thank Howard Waitzkin for useful comments. 
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SUMMARY POINTS
The US has long combined 
public funding with 
private healthcare 
management and delivery 
Extensive research shows 
that its for-profit health 
institutions provide 
inferior care at inflated 
prices
US experience shows 
that market mechanisms 
undermine medical 
institutions unable or 
unwilling to tailor care to 
profitability
Commercialisation 
drives up costs by 
diverting money to profits 
and fuelling growth 
in management and 
financial bureaucracy
The poor performance of 
US health care is directly 
attributable to reliance on 
market mechanisms and 
for-profit firms and should 
warn other nations from 
this path
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$2.1 trillion, or more than $7,000 
for every American man, woman, 
and child.1 Medicare costs jumped 
a record 18.7%, driven by the 
new privatized drug benefit. To-
tal health care spending, now 
amounting to 16% of the gross 
domestic product, is projected 
to reach 20% in just 7 years.

Relentless medical inflation 
has been attributed to many fac-
tors — the aging population, the 
proliferation of new technologies, 
poor diet and lack of exercise, 
the tendency of supply (physi-
cians, hospitals, tests, pharma-
ceuticals, medical devices, and 
novel treatments) to generate its 
own demand, excessive litigation 

and defensive medicine, and tax-
favored insurance coverage.

Here is a second opinion. 
Changing demographics and med-
ical technology pose a cost chal-
lenge for every nation’s system, 
but ours is the outlier. The ex-
treme failure of the United States 
to contain medical costs results 
primarily from our unique, per-
vasive commercialization. The 
dominance of for-profit insur-
ance and pharmaceutical com-
panies, a new wave of investor-
owned specialty hospitals, and 
profit-maximizing behavior even 
by nonprofit players raise costs 
and distort resource allocation. 
Profits, billing, marketing, and the 

gratuitous costs of private bureau-
cracies siphon off $400 billion to 
$500 billion of the $2.1 trillion 
spent, but the more serious and 
less appreciated syndrome is the 
set of perverse incentives pro-
duced by commercial dominance 
of the system.

Markets are said to optimize 
efficiencies. But despite wide-
spread belief that competition is 
the key to cost containment, med-
icine — with its third-party pay-
ers and its partly social mission 
— does not lend itself to market 
discipline. Why not?

The private insurance system’s 
main techniques for holding down 
costs are practicing risk selection, 
limiting the services covered, con-
straining payments to providers, 
and shifting costs to patients. 
But given the system’s fragmenta-
tion and perverse incentives, much 
cost-effective care is squeezed out, 

Market-Based Failure — A Second Opinion  
on U.S. Health Care Costs
Robert Kuttner

U.S. health care expenditures rose 6.7% in 
2006, the government recently reported. Ac-

cording to the Centers for Medicare and Medicaid 
Services, total health care expenditures exceeded 
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resources are increasingly allo-
cated in response to profit oppor-
tunities rather than medical need, 
many attainable efficiencies are 
not achieved, unnecessary medical 
care is provided for profit, ad-
ministrative expenses are high, 
and enormous sums are squan-
dered in efforts to game the sys-
tem. The result is a blend of over-
treatment and undertreatment 
— and escalating costs. Re-
searchers calculate that between 
one fifth and one third of medi-
cal outlays do nothing to improve 
health.

Great health improvements can 
be achieved through basic public 
health measures and a population-
based approach to wellness and 
medical care. But entrepreneurs do 
not prosper by providing these 
services, and those who need them 
most are the least likely to have 
insurance. Innumerable studies 
have shown that consistent ap-
plication of standard protocols for 
conditions such as diabetes, asth-
ma, and elevated cholesterol levels, 
use of clinically proven screenings 
such as annual mammograms, 
provision of childhood immuni-
zations, and changes to diet and 
exercise can improve health and 
prevent larger outlays later on. 
Comprehensive, government-orga-
nized, universal health insurance 
systems are far better equipped to 
realize these efficiencies because 
everyone is covered and there are 
no incentives to pursue the most 
profitable treatments rather than 
those dictated by medical need. 
Although the populations of most 
countries that belong to the Or-
ganization for Economic Coop-
eration and Development are older 
than the U.S. population, these 
countries have been far more 

successful at containing costs 
without compromising care (see 
graph).

Many U.S. insurers do reward 
physicians for following standard 
clinical practices, but these incen-
tives do not aggregate to an effi-
cient national system of care. Af-
ter more than three decades of 
managed care — and the same 
three decades of studies by 
Wennberg and colleagues identi-
fying wide variations in practice 
patterns — consistent practices 
are still far from the norm.2 Com-
mercial incentives are not fixing 
what’s broken.

Instead, cost-containment ef-
forts have fallen heavily on pri-
mary care physicians, who have 
seen caseloads increase and net 
earnings stagnate or decline. A 
popular strategy among cost-con-
tainment consultants relies on the 
psychology of income targeting. 
The idea is that physicians have 
a mental picture of expected earn-
ings — an income target. If the 
insurance plan squeezes their in-
come by reducing payments per 
visit, doctors compensate by in-

creasing their caseload and 
spending less time with each 
patient.

This false economy is a telling 
example of the myopia of com-
mercialized managed care. It may 
save the plan money in the short 
run, but as any practicing physi-
cian can testify, the strategy has 
multiple self-defeating effects. A 
doctor’s most precious commod-
ity is time — adequate time to re-
view a chart, take a history, truly 
listen to a patient. You can’t do 
all that in 10 minutes. Harried 
primary care doctors are more 
likely to miss cues, make mistakes, 
and — ironically enough — order 
more tests to compensate for lack 
of hands-on assessment. They are 
also more likely to make more 
referrals to specialists for proce-
dures they could perform more 
cost-effectively themselves, given 
adequate time and compensation. 
And the gap between generalist 
and specialist pay is widening.3

A second cost-containment 
tactic is to hike deductibles and 
copayments, whose frank purpose 
is to dissuade people from go-
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ing to the doctor. But sometimes 
seeing the doctor is medically 
indicated, and waiting until con-
ditions are dire costs the system 
far more money than it saves. 
Moreover, at some point during 
each year, more than 80 million 
Americans go without coverage, 
which makes them even less likely 
to seek preventive care.4

The system also has inflation-
ary effects on hospitals’ revenue-
maximization strategies. Large 
hospitals, which still have sub-
stantial bargaining power with 
insurers, necessarily cross-sub-
sidize services. The emergency 
department may lose money, but 
cardiology makes a bundle. So 
hospitals fiercely defend their 
profit centers, investing heavily 
in facilities for lucrative proce-
dures that will attract physicians 
and patients. For the system as 
a whole, it would be far more 
cost-effective to shift resources 
from subspecialists to primary 
care. But in an uncoordinated, 
commercialized system, special-
ists might take their business 
elsewhere, so they have the lev-
erage to maintain their incomes 
and privileges — and thereby 
distort cost-effective resource al-
location. 

Defenders of commercialized 
health care contend that eco-
nomic incentives work. And in-
deed they do — but often in 
perverse ways. The privately reg-
ulated medical market is signaling 
pressured physicians to behave 
more like entrepreneurs, inspir-
ing some to defect to “boutique 
medicine,” in which well-to-do 
patients pay a premium, physicians 
maintain good incomes, and both 
get leisurely consultation time. It’s 

a convenient solution, but only for 
the very aff luent and their doc-
tors, and it increases overall med-
ical outlays.

Other doctors opt out by be-
coming proprietors of specialty 
hospitals, usually day surgeries. 
In principle, it is cost-effective to 
shift many procedures to outpa-
tient settings that are less expen-
sive but still offer high-quality 
care. In a government-organized 
universal system, the cost savings 
can be usefully redirected else-
where. But in our system, the sav-
ings go into the surgeons’ pock-
ets, and their day hospitals often 
have a parasitic relationship with 
community hospitals, which re-
tain the hardest cases and give 
up the remunerative procedures 
needed to subsidize those which 
lose money.

A comprehensive national sys-
tem is far better positioned to 
match resources with needs — 
and not through the so-called 
rationing of care. (It is the U.S. 
system that has the most de facto 
rationing — high rates of unin-
surance, exclusions for preexisting 
conditions, excessive deductibles 
and copayments, and shorter hos-
pital stays and physician visits.) 
A universal system suffers far less 
of the feast-or-famine misalloca-
tion of resources driven by profit 
maximization. It also saves huge 
sums that our system wastes on 
administration, billing, marketing, 
profit, executive compensation, 
and risk selection. When the 
British National Health Service 
faced a shortage of primary care 
doctors, it adjusted pay schedules 
and added incentives for high-
quality care, and the shortage di-
minished. Our commercialized 

system seems incapable of pro-
ducing that result.

Despite our crisis of escalat-
ing costs, dwindling insurance 
coverage, and deteriorating con-
ditions of medical practice, true 
national health insurance that 
would not rely on private insur-
ers remains at the fringes of the 
national debate. This reality re-
f lects the immense power of the 
insurance and pharmaceutical in-
dustries, the political fragmenta-
tion and ambivalence of the medi-
cal profession, the intimidation 
of politicians, and the erroneous 
media images of dissatisfied pa-
tients in universal systems.5

Sometimes, we Americans do 
the right thing only after having 
exhausted all other alternatives. 
It remains to be seen how much 
exhaustion the health care system 
will suffer before we turn to na-
tional health insurance.
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As we have written elsewhere,1 some aspects of life are
too precious, intimate or corruptible to entrust to the
market. We prohibit selling kidneys and buying wives

or judges. But the market has unquestionably gained new
territory in recent years, as more and more activities previ-
ously performed by government or nonprofit agencies — in-
cluding interrogating Iraqi prisoners — have been turned
over to private enterprise. For ordinary citizens, the drive to
privatize is most evident in health care. In the United States,
investor-owned firms have come to dominate renal dialysis,
nursing home care, inpatient psychiatric and rehabilitation
facilities and health maintenance organizations (HMOs).
They have made significant inroads among acute care hospi-
tals (now owning about 13% of such facilities), as well as out-
patient surgical centres, home care agencies and even hos-
pices. Canada has lagged behind the United States, but by
increments the private delivery of publically funded services
increases. The for-profit barbarians are at the gates.

Those who favour for-profit health care argue that the profit
motive optimizes care and minimizes costs. In this issue P.J. Dev-
ereaux and colleagues2 add to the considerable evidence that this
dogma has no clothes. Their meticulous meta-analysis demon-
strates a pattern of higher payments for care in private, investor-
owned hospitals as compared with private not-for-profit hospitals.
The only significant exception was a small study comparing pri-
vate for-profit hospitals with nominally not-for-profit hospitals
run by a private, for-profit firm — in other words, both groups of
hospitals in this study were under for-profit management.

The excess payments for care in private for-profit insti-
tutions were substantial: 19%. This figure implies that the
US$37 billion that Americans paid for care at investor-
owned acute care hospitals in 20013 would have cost only
US$31 billion at not-for-profit hospitals — a waste of
US$6 billion. But higher acute care (and rehabilitation4)
hospital payments are not the whole story on investor-
owned care. For-profit hospitals and dialysis clinics have
high death rates.5,6 Investor-owned nursing homes are more
frequently cited for quality deficiencies and provide less
nursing care,7 and investor-owned hospices provide less
care to the dying,8 than non-for-profit facilities.

Why does investor ownership increase costs? Investor-
owned hospitals are profit maximizers, not cost minimizers.
Strategies that bolster profitability often worsen efficiency
and drive up costs. Columbia/HCA, the largest hospital
firm in the United States, has paid the US government
US$1.7 billion in settlements for fraud, the payment of
kickbacks to physicians and overbilling of Medicare.9

Tenet, the second largest US hospital firm, paid more than

half a billion dollars to settle charges of giving kickbacks for
referrals and inappropriately detaining psychiatric patients
to fill beds during the 1980s, when the firm was known as
NME.10 In March 2004, Tenet agreed to pay the US gov-
ernment US$22.5 million to settle one of several cases;11  re-
cent allegations against them have included performing
cardiac procedures on healthy patients, offering kickbacks
for referrals and exploiting Medicare loopholes to claim
hundreds of millions in undeserved payments.

For-profit executives reap princely rewards, draining
money from care. When Columbia/HCA’s CEO resigned
in the face of fraud investigations, he left with a $10 million
severance package and $324 million in company stock.12

Tenet’s CEO exercised stock options worth $111 million
shortly before being forced out in 2003,13 and the head of
HealthSouth (the dominant provider of rehabilitation care)
made $112 million in 2002,13 the year before his indictment
for fraud.

Enormous CEO incomes explain part, but not all, of the
high administrative costs at investor-owned health care
firms. Investor-owned hospitals spend much less on nursing
care than not-for-profit hospitals, but their administrative
costs are 6 percentage points higher14 (presumably reflecting
their more meticulous attention to financial details). 

High administrative costs and lower quality have also
characterized for-profit HMOs,15 now the dominant private
insurers in the United States. Such plans take 19% for
overhead, versus 13% in non-profit plans, 3% in the US
Medicare program and 1% in Canadian medicare.16,17 Strik-
ingly, contracting with private HMOs has substantially in-
creased US Medicare costs. For the past decade, Medicare
has paid HMO premiums for seniors choosing to enroll in
such private plans. According to official estimates, the
HMOs have recruited healthy seniors who, had they not
switched to an HMO, would have cost Medicare little —
about $2 billion less annually than the HMOs’ premiums.17

Private plans that were unable to recruit healthy people
dropped out of their Medicare contracts, disrupting care
for millions of seniors. Washington’s response? Sweeten
the pot for Medicare HMOs by including $46 billion to
raise HMO payments as part of the recently enacted
Medicare prescription drug bill.18

Why do for-profit firms that offer inferior products at
inflated prices survive in the market? Several prerequisites
for the competitive free market described in textbooks are
absent in health care.19,20

First, it is absurd to think that frail elderly and seriously
ill patients, who consume most care, can act as informed

The high costs of for-profit care

Steffie Woolhandler, David U. Himmelstein
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consumers (i.e., comparison-shop, reduce demand when
suppliers raise prices or accurately appraise quality). Even
less vulnerable patients can have difficulty gauging whether
a hospital’s luxurious appurtenances bespeak good care.

Second, the “product” of health care is notoriously diffi-
cult to evaluate, even for sophisticated buyers like govern-
ment. Physicians and hospitals create the data used to mon-
itor them; self-interest puts the accuracy of such data into
question. By labelling minor chest discomfort “angina”
rather than “chest pain,” a US hospital can garner both
higher Medicare payments and a factitiously improved
track record for angina treatment. It is easier and more
profitable to exploit such loopholes than to improve effi-
ciency or quality.

Even for honest firms, the careful selection of lucrative
patients and services is the key to success, whereas meet-
ing community needs often threatens profitability. For ex-
ample, for-profit specialty hospitals offering only cardiac
or orthopedic care (money-makers under current pay-
ment schemes) have blossomed across the United States.
Most of these new hospitals duplicate services available at
nearby not-for-profit general hospitals, but the newcom-
ers avoid money-losing programs such as geriatric care
and emergency departments (a common entry point for
uninsured patients). The profits accrue to the investors,
the losses to the not-for-profit hospitals, and the total
costs to society rise through the unnecessary duplication
of expensive facilities.

Finally, a real market would require multiple indepen-
dent buyers and sellers, with free entry into the market-
place. Yet, many hospitals exercise virtual monopolies. A
town’s only hospital cannot compete with itself, but can use
its market power to inflate its earnings. Not surprisingly,
for-profit hospital firms in the United States have concen-
trated their purchases in areas where they can gain a large
share of the local market. Moreover, many health care
providers and suppliers enjoy state-conferred monopolies in
the form of licensure laws for physicians and hospitals and
patent protection for drugs. Additionally, government pays
most health costs — even in the United States.21 Indeed,
public funding for health care in the United States exceeds
total health spending in Canada on a per capita basis. It’s an
odd market that relies largely on public funds.

Privatization results in a large net loss to society in terms
of higher costs and lower quality, but some stand to gain.
Privatization creates vast opportunities for powerful firms,
and also redistributes income among health workers. Pay
scales are relatively flat in government and not-for-profit
health institutions; pay differences between the CEO and a
housekeeper are perhaps 20:1. In US corporations, a ratio
of 180:1 is average.22 In effect, privatization takes money
from the pockets of low-wage, mostly female health work-
ers and gives it to investors and highly paid managers.

Behind false claims of efficiency lies a much uglier truth.
Investor-owned care embodies a new value system that sev-
ers the community roots and Samaritan traditions of hospi-

tals, makes physicians and nurses into instruments of in-
vestors, and views patients as commodities. Investor owner-
ship marks the triumph of greed.
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 Sinstitutions  providing care)  helps to  inform debates

  eparating issues of funding (i.e., who pays for health
   care) and delivery (i.e., who owns and administers the

Canadian hospitals are publicly funded. In terms of de-

We have previously demonstrated higher risk-adjusted

central policy question is how much government will pay
for care delivered by private for-profit versus private not-
for-profit providers. We therefore undertook a systematic

It has been shown that patients cared for at private
for-profit hospitals have higher risk-adjusted mortality rates about health care systems. Funding for health care can
than those cared for at private not-for-profit hospitals. Uncer- come through private sources, primarily administered
tainty remains, however, about the economic implications of through insurance companies, or through public payment,
these forms of health care delivery. Since some policy-makers by governments using tax dollars. Care can be delivered at
might still consider for-profit health care if expenditure savings private  for-profit  institutions  that  are  owned  by  investors;
were sufficiently large, we undertook a systematic review and private  not-for-profit  institutions  that  are  owned  by  com-
meta-analysis to compare payments for care at private for- munities,  religious  organizations  or  philanthropic  groups;
profit and private not-for-profit hospitals. 

We used 6 search strategies to identify published and or  public  health  care  institutions  owned  and  administered
unpublished observational studies that directly compared the by the government.

payments for care at private for-profit and private not-for-
profit hospitals. We masked the study results before teams of livery,  although they are commonly referred to  as public
2 reviewers independently evaluated the eligibility of all  institutions,  Canadian  hospitals are  almost  all  owned  and
studies. We confirmed data or obtained additional data from operated by private not-for-profit organizations.1 Canadian
all but 1 author. For each study, we calculated the payments policy-makers continue to consider an expansion of private
for care at private for-profit hospitals relative to private not- for-profit  health  care  delivery,  including  private  for-profit
for-profit hospitals and pooled the results using a random ef- hospitals.1

fects model. 
Eight observational studies, involving more than 350 000 death  rates among  patients receiving  care  at  private for-

patients altogether and a median of 324 hospitals each, ful- profit hospitals than among patients at private not-for-
filled our eligibility criteria. In 5 of 6 studies showing higher profit hospitals in a comprehensive systematic review.2

payments for care at private for-profit hospitals, the difference Uncertainty remains, however, about the economic im-
was statistically significant; in 1 of 2 studies showing higher plications of these forms  of  health  care  delivery.  Studies
payments for care at private not-for-profit hospitals, the differ- evaluating the economics of health care delivery usually
ence was statistically significant. The pooled estimate demon- evaluate costs, charges or payments for care.3 From the
strated that private for-profit hospitals were associated with perspective of a service provider, costs represent how
higher payments for care (relative payments for care 1.19, much the provider paid to provide care, charges represent
95% confidence interval 1.07–1.33, p= 0.001). 

Interpretation: Private for-profit hospitals result in higher pay- how much the provider billed the payer, and payments
ments for care than private not-for-profit hospitals. Evidence represent how much the provider received for the care re-
strongly supports a policy of not-for-profit health care delivery ceived.  In  the  context  of  publicly  funded  health  care,  the
at the hospital level. 

2004;170(12):1817-24 
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review and meta-analysis to address the following ques-
tion: is there a difference in payments for patient care re-
ceived at private for-profit compared with private not-for-
profit hospitals? 
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Abstract 

P.J. Devereaux,* Peter T.L. Choi,†‡ Christina Lacchetti,‡
Bruce Weaver,‡ Holger J. Schünemann,§¶ Ted Haines,‡
John N. Lavis,‡** Brydon J.B. Grant,§¶††‡‡ David R.S. Haslam,§§

Mohit Bhandari,¶¶ Terrence Sullivan,*** Deborah J. Cook,*‡
Stephen D. Walter,‡ Maureen Meade,*‡ Humaira Khan,‡
Neera Bhatnagar,††† Gordon H. Guyatt*‡

Background: Canadians are engaged in an intense debate about the relative merits
of private for-profit versus private not-for-profit health care delivery. To inform
this debate, we undertook a systematic review and meta-analysis of studies
comparing the mortality rates of private for-profit hospitals and those of private
not-for-profit hospitals. 

Methods: We identified studies through an electronic search of 11 bibliographical
databases, our own files, consultation with experts, reference lists, PubMed and
SciSearch. We masked the study results before determining study eligibility. Our
eligibility criteria included observational studies or randomized controlled trials
that compared private for-profit and private not-for-profit hospitals. We ex-
cluded studies that evaluated mortality rates in hospitals with a particular profit
status that subsequently converted to the other profit status. For each study, we
calculated a relative risk of mortality for private for-profit hospitals relative to
private not-for-profit hospitals and pooled the studies of adult populations that
included adjustment for potential confounders (e.g., teaching status, severity of
illness) using a random effects model. 

Results:  Fifteen observational studies, involving more than 26 000 hospitals and
38 million patients, fulfilled the eligibility criteria. In the studies of adult popula-
tions, with adjustment for potential confounders, private for-profit hospitals were
associated with an increased risk of death (relative risk [RR] 1.020, 95% confi-
dence interval [CI] 1.003–1.038; p = 0.02). The one perinatal study with adjust-
ment for potential confounders also showed an increased risk of death in private
for-profit hospitals (RR 1.095, 95% CI 1.050–1.141; p < 0.0001).

Interpretation: Our meta-analysis suggests that private for-profit ownership of hos-
pitals, in comparison with private not-for-profit ownership, results in a higher
risk of death for patients. 
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Background

 

In fiscal year 1990, administration
accounted for 24.8 percent of total hospital costs in
the United States — nearly twice the share in Cana-
da. Studies from the 1970s and early 1980s found high
costs, especially for administration, at for-profit hos-
pitals.

 

Methods

 

We calculated administrative costs for
6227 nonfederal hospitals and the total costs of in-
patient care for 5201 acute care hospitals in the Unit-
ed States for fiscal year 1994 on the basis of data the
hospitals submitted to Medicare. We analyzed simi-
lar data for fiscal year 1990. Using multivariate anal-
ysis, we assessed the effect of hospital ownership
(private not-for-profit, for-profit, and public) on admin-
istrative costs, controlling for hospital type, census re-
gion, hospital size, and the proportion of revenues de-
rived from outpatient services. We adjusted inpatient
costs for local wage levels, hospitals’ reporting peri-
ods, and case mix.

 

Results

 

Administrative costs accounted for an aver-
age of 26.0 percent of total hospital costs in fiscal year
1994, up 1.2 percentage points from 1990. They in-
creased by 2.2 percentage points, to 34.0 percent, for
for-profit hospitals; by 1.2 percentage points, to 24.5
percent, for private not-for-profit hospitals; and by 0.6
percentage point, to 22.9 percent, for public hospitals.
In 1994, administration accounted for 37.5 percent of
total costs at psychiatric hospitals (44.4 percent at for-
profit hospitals) and 33.0 percent of total costs at reha-
bilitation hospitals (37.7 percent at for-profit hospitals).
In a multivariate analysis, for-profit ownership was as-
sociated with a 7.9 percent absolute (34 percent rela-
tive) increase in the proportion of hospital spending
devoted to administration as compared with public
hospitals and a 5.7 percent absolute (23 percent rela-
tive) increase as compared with private not-for-profit
hospitals. Among acute care hospitals, for-profit in-
stitutions had higher adjusted costs per discharge
($8,115) than did private not-for-profit ($7,490) or pub-
lic ($6,507) hospitals. Much of the difference was due
to higher administrative costs ($2,289, $1,809, and
$1,432 per discharge, respectively).

 

Conclusions

 

Administrative costs as a percentage
of total hospital costs increased in the United States
between 1990 and 1994 and were particularly high at
for-profit hospitals. Overall costs of care were also
higher at for-profit hospitals. (N Engl J Med 1997;
336:769-74.)
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N 1990, administration consumed, on average,
24.8 percent of total hospital spending in the
United States

 

1

 

 — nearly twice the share in
Canada.

 

2

 

 Many assume that the growth of for-
profit hospitals in the United States is attributable to
lower costs and greater efficiency

 

3

 

 and that competi-
tive pressures are wringing administrative excess from
hospitals. Studies based on figures from the 1970s
and early 1980s, however, found higher total costs at
for-profit hospitals, largely because they charged more
for ancillary services and spent more on administra-
tion.

 

4-11

 

 Recent data on these issues are scant. 

 

METHODS

 

Sources of Data

 

Each year, hospitals that receive Medicare payments must file a
detailed report on their characteristics, revenues, and expenses. In
response to a request filed under the Freedom of Information
Act, the Health Care Financing Administration (HCFA) supplied
us with a data tape of hospital expenses from Worksheet A of the
Medicare Cost Reports for 6235 hospitals for the fiscal year be-
ginning after September 30, 1992, and before October 1, 1993
(fiscal year 1994). We linked these data to HCFA’s Medicare Min-
imum Data Set (Prospective Payment System X) for this same pe-
riod, which details hospital ownership, hospital type (e.g., short-
term general, psychiatric), number of beds, revenues, and income.

A total of 6227 hospitals provided data on cost categories in
Column 7 of Worksheet A, which we used to calculate adminis-
trative costs. We excluded two hospitals (0.03 percent) that were
missing data on ownership and hospital type from analyses of these
variables.

 

Classification of Costs as Administrative, Clinical, or Other

 

We analyzed administrative costs for fiscal 1994 using methods
we had previously used to analyze the data from fiscal 1990.

 

1

 

Table 1 lists the categories hospitals use to tabulate expenses in
Medicare’s Worksheet A and indicates our classification of these
categories into four groups: administrative, clinical, mixed admin-
istrative and clinical, and other (e.g., gift shop). We based our in-
terpretation of the categories on the 

 

Medicare Provider Reim-
bursement Manual

 

 and supplemented it with information from
consultations with the financial officer responsible for our hospi-
tal’s Medicare Cost Report and with members of the staff of
HCFA’s Maryland and Boston-area offices. The 1994 Worksheet
A subdivided capital costs into more categories than did the 1990
Worksheet A and reported cost figures for different types of in-

I
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tensive care units individually. However, these changes did not
shift any expenses among our four groups.

Medicare requires hospitals to adjust Worksheet A figures to re-
flect true costs more closely. For instance, a chain of hospitals might
have a single, centralized purchasing department. The costs incurred
by this purchasing department would be allocated among individ-
ual hospitals, and a share would appear on each hospital’s Work-
sheet A. Similarly, the costs of outside contractors and the costs of
services provided to public hospitals by other public agencies are
reflected in the data. However, profits, income taxes, many adver-
tising expenditures, and expenses for a few entrepreneurial activi-
ties (e.g., expenditures by a hospital’s parent corporation for de-
veloping an integrated delivery system or a health maintenance
organization) cannot be billed to Medicare, do not appear on
Worksheet A, and are excluded from our analysis. Some property
taxes may be included in capital costs, but none should appear in
the categories we classified as administrative.

We allocated expenses from the mixed administrative and clin-
ical categories — capital spending, interest (most interest costs are
reported under “capital” categories), building maintenance, and
employee-benefit costs (except benefits-department salaries) —
between our administrative and clinical categories. We assumed
that the proportion of the costs of the mixed categories that was
attributable to administration was the same as the share of overall
costs (excluding the mixed categories) devoted to administration.
We calculated the proportion of costs consumed by administra-
tion in each hospital by adding the total costs in the administra-
tive categories to the allocated share of the costs of the mixed cat-
egories and dividing the sum by total hospital costs less costs in
the categories classified as “other.” To assess the sensitivity of our
findings to our methods of allocating the costs of the mixed cat-
egories, we recalculated administrative costs, using the extreme
assumption that no capital or maintenance costs were attributable
to administration.

 

Analysis of Hospital Ownership

 

We classified hospital ownership into three categories: private
not-for-profit (3382 hospitals), for-profit (1288), and public
(1555). We analyzed data according to six hospital types: general
short-term care (5201 hospitals), general long-term care (98),
cancer (9), psychiatric (627), rehabilitation (207), and other
(e.g., pediatric and Christian Science) (83).

We used a linear multivariate model

 

12

 

 to assess the effect of the
type of hospital ownership on the proportion of spending devot-
ed to administration, after controlling for hospital type, census re-
gion, proportion of revenues derived from outpatient services,
and number of beds stratified according to hospital type. The mod-
el generates estimates of the percentage of costs devoted to ad-
ministration for various groups of hospitals with the use of the
following equation:

 

percentage for administration

 

�

 

intercept

 

�

 

b

 

O

 

�

 

b

 

T

 

�

 

b

 

C

 

�

 

b

 

P

 

�

 

b

 

B

 

where 

 

b

 

O

 

, 

 

b

 

T

 

, 

 

b

 

C

 

, 

 

b

 

P

 

, and 

 

b

 

B

 

 are, respectively, the beta coefficients
for hospital ownership, hospital type, census region, percentage
of revenues derived from outpatient services, and number of beds
(stratified according to hospital type). The intercept is a constant,
and the beta coefficients represent the percent absolute increase
or decrease in the proportion of hospital spending devoted to ad-
ministration related to specific factors, such as ownership.

 

Analysis of Inpatient Costs at Acute Care Hospitals

 

In addition, we calculated total hospital inpatient costs and ad-
ministrative costs per inpatient day and per discharge for acute
care hospitals. Since hospitals’ fiscal years start on different dates,
we adjusted each hospital’s cost figures according to the midpoint
of its fiscal year, using inflation-adjustment factors supplied by the
HCFA. We then adjusted the cost figures using the HCFA’s case-
mix index, which reflects the average severity of the Medicare cas-
es treated at each hospital. Finally, we adjusted for local variations
in labor-related costs by applying the HCFA’s wage index to 71.246

percent of hospital costs, as prescribed by the HCFA’s adjustment
methods.

 

13

 

 
Because administrative costs are not reported separately for in-

patient and outpatient operations, we calculated inpatient admin-
istrative costs by multiplying the hospital’s adjusted inpatient
costs by the proportion of its total expenses devoted to adminis-
tration. Because this method assumes that the share of adminis-
trative costs is equal for inpatient and outpatient operations, we
examined the correlation between the proportion spent for ad-
ministration and the share of total revenues derived from outpa-
tient operations. Administration’s share was higher at hospitals
that derived more of their revenues from outpatient services
(r

 

�

 

0.11), suggesting that outpatient services have slightly higher
administrative costs. For-profit acute care hospitals derived less of
their revenues from outpatient care (29.7 percent) than did not-
for-profit (34.1 percent) or public (38.7 percent) hospitals. Hence,
our comparisons of administrative costs per inpatient day and per
discharge may slightly understate the actual costs at for-profit in-
stitutions.

We based our previous analysis of fiscal year 1990 hospital ad-
ministrative costs

 

1

 

 solely on data from Worksheet A. For the present
study, we linked this data with data from the Medicare Minimum
Data Set (Prospective Payment System VI) and reanalyzed it using
the same methods as for the 1994 data. Finally, we analyzed
changes in individual hospitals’ administrative costs for the 5780
hospitals that operated under the same Medicare provider num-
ber in both years and that provided all relevant data.

 

RESULTS

 

Administration accounted for an average of 26.0
percent of total hospital costs in fiscal year 1994, up
from 24.8 percent in fiscal year 1990. Administra-
tion’s share increased by at least 1 percentage point
in 25 states and in the District of Columbia and fell
by at least that much in 2 states and in Puerto Rico
(Table 2). The proportion spent on administration
varied according to hospital type, ranging from 24.3
percent at short-term general hospitals to 37.5 per-
cent at psychiatric hospitals (Table 3). Administra-
tive expenditures totaled $61.8 billion in 1994, a
figure that excludes administration at Department of
Veterans Affairs and other federal hospitals, as well
as overhead that cannot be charged to Medicare.

At for-profit hospitals, administrative costs aver-
aged 34.0 percent of total costs in 1994 (as com-
pared with 31.8 percent in 1990); at private not-
for-profit hospitals they averaged 24.5 percent (as
compared with 23.3 percent in 1990); and at public
hospitals they averaged 22.9 percent (as compared
with 22.3 percent in 1990). The percentage devoted
to administration at for-profit hospitals was higher
than at private not-for profit hospitals and public
hospitals for each type of hospital (Table 3). For-
profit psychiatric hospitals spent 44.4 percent of
their total expenditures on administration, and reha-
bilitation hospitals 37.7 percent.

Alternative methods of allocating capital and main-
tenance costs had little effect on our finding of high-
er administrative costs at for-profit hospitals. Even
under the extreme assumption that no capital or
maintenance costs were attributable to administra-
tion, administrative costs would have been 28.6 per-
cent at for-profit hospitals, as compared with 20.5
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percent at not-for-profit and 19.3 percent at public
hospitals.

The higher administrative costs at for-profit hospi-
tals were not due to a small number of high-cost hos-
pitals; the entire distribution of administrative costs
was shifted upward for the for-profit hospitals. For
instance, the 25th, 50th, 75th, and 95th percentiles
of the percentage of total spending devoted to ad-
ministration at for-profit hospitals were, respectively,
25.7 percent, 32.1 percent, 40.5 percent, and 55.7
percent. Among not-for-profits, the comparable fig-
ures were 20.5 percent, 23.7 percent, 27.5 percent,
and 34.8 percent; among public hospitals they were
19.0 percent, 22.2 percent, 25.8 percent, and 33.2
percent.

At short-term general hospitals, 1994 administra-
tive costs averaged, respectively, 28.6 percent, 24.1
percent, and 22.5 percent of total costs at for-profit,
not-for-profit, and public institutions. The adminis-
trative costs at for-profit hospitals were higher in

each census region and within each quartile of hos-
pital size (data not shown). The proportion spent on
administration fell as the number of beds increased,
from 25.5 percent at short-term general hospitals
with fewer than 63 beds (lowest quartile), to 22.7
percent at those with more than 258 beds (highest
quartile).

In the multivariate model (Table 4), psychiatric
and rehabilitation hospitals had strikingly higher ad-
ministrative costs, with absolute increases of 14.1
percent and 9.9 percent, respectively, over short-term
general hospitals. Hospitals in the Pacific region had
the highest administrative costs.

For-profit ownership was associated with a 7.9 per-
cent absolute (34 percent relative) increase in the
proportion of hospital spending devoted to admin-
istration as compared with public hospitals and a 5.7
percent absolute (23 percent relative) increase as
compared with not-for-profit hospitals, after control
for four other variables: hospital type, number of
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Classified as administrative
Administrative and general
Nursing administration
Central services and supply
Medical records and library
Employee-benefits department (salary costs only)
Administrative and general — home health
Skilled-nursing facility utilization review

Classified as mixed administrative and clinical
Capital-related costs — buildings and fixtures
Capital-related costs — movable equipment
Employee benefits (except benefits-department salaries)
Maintenance and repairs
Operation of plant
Interest

Classified as clinical
Laundry and linen
Housekeeping
Dietary
Cafeteria
Maintenance of personnel
Pharmacy
Social services
Other overhead
Nonphysician anesthetists
Interns and residents — salary, fringes, and unapproved 

teaching program costs
Adults and pediatrics (general routine care)
Intensive care unit
Coronary care unit
Nursery
Skilled-nursing facility
Intermediate care facility
Other long-term care
Other inpatient units
Operating room
Recovery room
Delivery room and labor room
Anesthesiology

15.20
1.63
0.87
1.57
0.36
0.41
0.00

5.19
3.45
7.79
1.14
3.22
0.00

0.71
1.72
2.81
0.27
0.01
1.45
0.40
0.26
0.22
0.30

12.57
1.72
0.27
0.44
1.37
0.34
0.44
1.18
3.57
0.22
0.61
0.31

Classified as clinical (cont.)
Radiology, diagnostic
Radiology, therapeutic
Radioisotope
Laboratory
Whole blood and packed red cells
Blood storing, processing, and transportation
Intravenous therapy
Respiratory therapy
Physical therapy
Occupational therapy
Speech pathology
Electrocardiology
Electroencephalography
Medical supplies charged to patients
Drugs charged to patients
Renal dialysis
Other ancillary services
Outpatient clinics
Emergency
Other outpatient services
Home program dialysis
Ambulance services
Durable medical equipment rented or sold
Home health agency (except administration)
Organ acquisition
Ambulatory surgical center (distinct part)
Hospice
Other

Classified as other
Nursing school
Interns and residents — other approved teaching-

program costs (except house-staff salaries)
Paramedical-education programs
Gift, flower, and coffee shops and canteen
Research
Physicians’ private offices
Unpaid workers
Other nonreimbursable cost centers

3.88
0.12
0.16
5.05
0.12
0.17
0.15
1.43
1.43
0.35
0.13
0.51
0.05
2.79
3.04
0.17
0.75
1.18
2.53
0.26
0.01
0.36
0.02
0.98
0.02
0.01
0.08
0.07

0.07
0.20

0.02
0.16
0.15
0.45
0.22
0.89
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beds stratified according to hospital type, census re-
gion, and the proportion of revenues derived from
outpatient services (Table 4).

Between 1990 and 1994, administrative costs rose,
on average, 2.5 percentage points at the 75 hospitals
in our data set that switched to for-profit ownership.
In contrast, administrative costs rose by only 0.4
percentage point at the 105 hospitals that were for-
profit in 1990 but not-for-profit or public in 1994.
Among facilities whose ownership status did not
change, administrative costs rose 1.2 percentage points
at for-profit hospitals, 1.0 percentage point at not-
for-profit hospitals, and 0.8 percentage point at public
hospitals.

Inpatient costs at short-term general hospitals (ad-
justed for case mix, local wage levels, and the starting
date of each hospital’s fiscal year) averaged $1,053 per
inpatient day and $7,319 per discharge. For-profit
hospitals had higher costs per inpatient day ($1,403)
and per discharge ($8,115) than not-for-profit hos-
pitals ($1,040 and $7,490) or public hospitals ($895
and $6,507). The unadjusted cost figures showed
even greater disparities between for-profit and other
hospitals (data not shown).

Adjusted administrative costs at short-term general
hospitals averaged $262 per inpatient day and $1,778
per discharge: $396 per inpatient day and $2,289 per
discharge at for-profit hospitals; $255 and $1,809
at private not-for-profit institutions; and $205 and
$1,432 at public hospitals. Administrative costs ac-
counted for 76.8 percent of the total cost difference
per discharge between for-profit and not-for-profit
hospitals and for 53.3 percent of this difference be-
tween for-profit and public hospitals.

For-profit short-term general hospitals had lower
wage and salary costs (40.9 percent of total costs, vs.
47.6 percent at not-for-profit and 48.7 percent at pub-
lic hospitals) and lower employee-benefit costs (6.7
percent of total costs, vs. 8.1 percent at not-for-prof-
it and 8.0 percent at public hospitals). The for-profit
hospitals’ lower compensation costs for clinical per-
sonnel (classified according to the method used for
Table 1) accounted for virtually all of this difference
(data not shown).

 

DISCUSSION

 

We found that for-profit hospitals spend 23 per-
cent more on administration than do comparable
private not-for-profit hospitals and 34 percent more
than public institutions and have higher total costs
per inpatient day and per discharge. The percentage
of hospital costs devoted to administration increased
between 1990 and 1994 for hospitals in all three
ownership categories.

The data that we analyzed covered virtually all non-
federal U.S. hospitals. Although hospitals may tailor
cost reporting to maximize Medicare reimbursement,
these incentives do not generally reward the infla-
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1990 1994

North Dakota 21.5 20.4
Nebraska 21.2 21.0
Minnesota 20.5 21.1
Mississippi 21.5 22.0
South Dakota 21.7 22.5
Rhode Island 22.6 22.5
Wisconsin 22.4 22.5
Iowa 22.1 22.6
Montana 23.4 23.0
New York 25.1 23.3
North Carolina 22.9 23.3
New Jersey 21.5 23.5
South Carolina 23.2 23.6
Vermont 24.5 24.1
Alabama 22.9 24.2
Delaware 22.0 24.3
Idaho 24.5 24.4
Pennsylvania 23.6 24.4
Ohio 23.3 24.4
New Hampshire 24.8 24.5
Georgia 23.5 24.9
Wyoming 24.5 25.1
Arkansas 24.8 25.2
Kansas 24.0 25.3
Washington 25.4 25.6
Maryland 21.6 25.6
Connecticut 22.9 25.9
Kentucky 23.9 25.9
Oregon 24.6 26.1
Puerto Rico 28.7 26.1
Michigan 24.4 26.1
Virginia 24.1 26.4
Louisiana 27.0 26.7
Colorado 27.7 26.9
Oklahoma 25.3 27.0
District of Columbia 26.0 27.1
Illinois 24.5 27.3
Texas 26.1 27.3
Maine 25.7 27.4
Utah 26.3 27.4
Massachusetts 25.5 27.5
Missouri 23.8 27.5
Indiana 24.5 27.9
Nevada 28.5 28.1
West Virginia 25.9 28.5
California 27.4 29.2
Arizona 29.6 29.4
Tennessee 24.9 29.5
New Mexico 29.5 29.6
Florida 27.8 30.3
Alaska 29.4 30.8
Hawaii 30.6 31.1

United States, total 24.8 26.0
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tion of administrative categories at the expense of
clinical ones. Furthermore, extensive regulations, rou-
tine audits, and the threat of penalties limit inaccura-
cies. Internal consistency checks reveal few errors.

 

14

 

The standards for classification and reporting of ex-
penses underwent no significant change between 1990
and 1994.

The hospital cost figures we used may understate
total overhead. We omitted profits ($123 per inpa-
tient day at hospitals in the largest for-profit chain
in the third quarter of 1995

 

15

 

), much of the $1.75
billion hospitals spent for marketing in 1994 (ac-
cording to an estimate based on a survey of 201 hos-
pitals),

 

16

 

 and the entrepreneurial expenses that Medi-
care excludes from reimbursement.

We found no evidence that tax exemptions for not-
for-profit and public hospitals accounted for their
lower administrative costs. No property taxes should
have been included in our administrative categories.
Corporate income taxes cannot be charged to Medi-
care and hence should not have appeared in the fig-
ures we analyzed. Although for-profit hospitals pay
sales taxes on supplies and equipment, they pay less
in Medicare and Social Security taxes since their pay-
rolls are lower. In any event, most sales and payroll
taxes would appear in our clinical categories.

Because the bulk of administrative costs are lumped
in the “administrative and general” category in Medi-
care cost reports, we know little about what was pur-
chased. Without reliable global measures of hospital
quality, we cannot assess the relation between ad-
ministrative costs and quality. Although we used
Medicare’s standard methods to adjust inpatient costs
for case mix and local wage rates, unmeasured dif-
ferences in the severity of illness or physicians’ prac-
tice styles could account for some of the patterns we
observed.

Most previous studies comparing for-profit and
not-for-profit hospitals date from the 1970s and early
1980s,

 

4-11

 

 before diagnosis-related groups (DRGs)
signaled the end of cost-based hospital payment.
These studies found higher costs and profits but re-
duced staffing and lower spending for medical edu-
cation among for-profit institutions.

 

4-7,10,11

 

 The high-
er costs were due to more administration and higher
charges for pharmaceuticals, supplies, and other inpa-
tient ancillary services.

 

5-7,9

 

 More recent studies of psy-
chiatric and rehabilitation hospitals, which are exempt
from DRGs, have also found higher costs, higher
profits, and reduced staffing among for-profit hos-
pitals.

 

17-19

 

 Scant recent data on acute care hospitals,
mostly from Florida, suggest that the pattern of high-
er profits and reduced staffing at for-profit hospitals
has persisted

 

20,21

 

; by some technical measures of effi-
ciency, they are even less efficient than they were.

 

22

 

 
Why is hospital administration growing, especially

at for-profit institutions that are favored by the mar-
ket? For all hospitals, success increasingly requires
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percent (number of hospitals)

Short-term 
general

28.6 (751) 24.1 (3115) 22.5 (1335) 24.3 (5201)

Long-term 
general

29.9 (42) 24.2 (37) 27.4 (19) 27.3 (98)

Cancer — 27.3 (6) 24.5 (3) 26.4 (9)
Psychiatric 44.4 (366) 33.6 (101) 24.3 (160) 37.5 (627)
Rehabilitation 37.7 (123) 25.6 (70) 28.1 (14) 33.0 (207)
Other 33.2 (6) 27.4 (53) 25.9 (24) 27.4 (83)
All types 

combined
34.0 (1288) 24.5 (3382) 22.9 (1555) 26.0 (6225)

*Dashes indicate reference categories. R2 for model�0.43. The R2 rep-
resents the fraction of the total variation in the percentage spent for admin-
istration (dependent variable) that is explained by the linear relation to the
independent variables. The intercept is a constant. The beta coefficients
represent the absolute percent increase or decrease in the proportion of
hospital spending devoted to administration that is related to specific char-
acteristics, such as hospital ownership or type.

TABLE 4. MULTIVARIATE ANALYSIS OF THE EFFECTS ON THE 
PERCENTAGE OF HOSPITAL REVENUES DEVOTED TO 

ADMINISTRATION OF HOSPITAL OWNERSHIP, TYPE OF HOSPITAL, 
CENSUS REGION, PERCENTAGE OF REVENUES FROM OUTPATIENT 

CARE, AND NUMBER OF BEDS STRATIFIED ACCORDING TO 
TYPE OF HOSPITAL.*

HOSPITAL CHARACTERISTIC

BETA

COEFFICIENT

STANDARD

ERROR

P
VALUE

Intercept 20.48 0.40

Ownership
Public
Private not-for-profit
For-profit

—
2.20
7.92

—
0.22
0.27

—
�0.001
�0.001

Type
Short-term general
Long-term general
Cancer
Psychiatric
Rehabilitation
Other

—
1.63
1.36

14.05
9.92
3.27

—
0.94
3.27
0.43
0.90
0.92

—
0.08
0.68

�0.001
�0.001
�0.001

Census region
West North Central
New England
Middle Atlantic
South Atlantic
East North Central
East South Central
West South Central
Mountain
Pacific
Other (e.g., Guam and Puerto Rico)

—
1.48
0.19
1.06
1.53
0.85
0.67
1.20
3.11

�0.99

—
0.46
0.37
0.32
0.32
0.37
0.32
0.39
0.34
1.01

—
0.001
0.60

�0.001
�0.001

0.02
0.04
0.002

�0.001
0.33

Percentage of revenues derived from 
outpatient services

0.04 0.01 �0.001

No. of beds (per bed)
Short-term general hospitals
Long-term general hospitals
Cancer hospitals
Psychiatric hospitals
Rehabilitation hospitals
Other hospitals

�0.0050
�0.0026

0.0019
�0.0199
�0.0451
�0.0022

0.0005
0.0042
0.0120
0.0019
0.0080
0.0018

�0.001
0.54
0.87

�0.001
�0.001

0.23
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business acumen, coordination, and control of the
clinical work force. For-profit hospitals have led the
way in curtailing lengths of stay, though surprisingly
this does not translate into lower costs per admis-
sion. The shorter stays and lower occupancy rates at
for-profit hospitals23 may increase the share of costs
devoted to administration if clinical staffing is cut
more than administration when beds are empty.

It may be incorrect to equate market success with
efficiency.3 Business strategies unrelated or even det-
rimental to efficiency can bolster profitability and
market share. For instance, hospitals can enrich their
mix of payers through selective marketing, providing
financial incentives for physicians, or locating facili-
ties in affluent neighborhoods; increase revenues by
“upcoding” DRGs, meticulously adhering to man-
aged-care approval procedures, or vigorously pursu-
ing collections; and cut costs by curtailing research
and education programs. Being large and having
abundant access to capital enhance hospitals’ lever-
age with suppliers, physicians, insurers, and politi-
cians and provide them the wherewithal to weather
price wars and recoup losses after competitors fail or
are purchased. National hospital chains have fewer
local ties that could inhibit their closing unprofitable
services and facilities or avoiding financially unat-
tractive patients and physicians.

Contrary to the rhetoric of the market, market forc-
es are apparently “upsizing” administration. Between
1990 and 1994, the overhead of health insurers and
HMOs rose $20.1 billion,24 from 12.8 percent25 to
14.8 percent24 of premiums; the number of admin-
istrative and clerical personnel in practitioners’ offic-
es increased from 613,000 to 819,000 full-time
equivalents (Current Population Survey: unpublished
data); and hospital administrative staffing soared.26

Even before these recent rises in expenditures for ad-
ministration, the U.S. General Accounting Office
calculated that the administrative savings that would
result from a shift to national health insurance would
fully fund universal coverage.27 Since the gap be-
tween health care costs in the United States and those
in the rest of the world is widening28 and the ranks of
the uninsured and underinsured are swelling,29,30 per-
haps it is time to ask whether our experiment with
market medicine has failed.
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CORRECTION

Costs of Care and Administration at For-Profit and
Other Hospitals in the United States

Costs of Care and Administration at For-Profit and Other Hospitals in
the United States . On page 773, the sentence that begins eight lines
from the bottom of the left-hand column should have read, `̀ Scant re-
cent data on acute care hospitals, mostly from Florida, suggest that
the pattern of higher profits and reduced staffing at for-profit hospitals
has persisted20,21; by some technical measures of efficiency, they are
even less efficient than not-for-profit hospitals,´́ not `̀ even less effi-
cient then they were,´́ as printed. We regret the error.

N Engl J Med 1997;337:1783
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HEALTH MAINTENANCE ORGA-
nizations (HMOs) have been
both derided and defended.
Studies comparing HMOs

with fee-for-service care have gener-
ally found similar outcomes for the av-
erage, healthy enrollee. However
most,1-8 but not all,9,10 studies have
found worse outcomes in managed care
for vulnerable groups (ie, the seri-
ously ill, the mentally ill, and the poor).
Both patients and physicians are less sat-
isfied with care delivered through
HMOs.11-16

Most research on quality of care in
HMOs has examined nonprofit group-
and staff-model plans. Yet other types
of HMOs have accounted for most of
the recent increase in enrollment. Be-
tween 1985 and 1998 the proportion
of HMO members enrolled in investor-
owned plans increased from 26% to
62%; between 1980 and 1998 the mar-
ket share of group- and staff-model
plans decreased from 81% to 12%.17,18

In investor-owned plans, execu-
tives’ primary fiduciary duty is to share-
holders, who are vitally concerned with
profits but unlikely to receive their
medical care in the plan. However, a
major concern is whether the quest for
profit compromises the quality of care.

METHODS
We analyzed data from the National
Committee for Quality Assurance’s
(NCQA’s) Quality Compass 1997 in-
cluding the Health Plan Employer Data

and Information Set (HEDIS) (version
3.0) and HMO accreditation sur-
veys.19 The data reflect plan character-
istics and performance for 1996.

HEDIS is a set of standardized qual-
ity, utilization, financial, and other
indicators designed to allow compari-
sons of managed care plans. A total of
329 HMOs (248 investor-owned and 81
not-for-profit) in 45 states and the Dis-
trict of Columbia provided at least some
HEDIS quality, utilization, and finan-
cial measures. Forty-one additional
plans that provided data to the NCQA
declined to allow release of their data.

The NCQA’s HEDIS data set in-
cludes information on ownership sta-
tus (investor-owned or not-for-profit),

model type (group, staff, independent
practice association, network, mixed, or
other), and region (New England, mid
Atlantic, south Atlantic, east north Cen-
tral, west north Central, south Central,
Mountain, or Pacific). If data on HMO
ownership in 1996 were missing, we
consulted InterStudy’s HMO Direc-
tory,20 or telephoned the plan. Firms that
owned more than 1 HMO submitted
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Context The proportion of health maintenance organization (HMO) members en-
rolled in investor-owned plans has increased sharply, yet little is known about the qual-
ity of these plans compared with not-for-profit HMOs.

Objective To compare quality-of-care measures for investor-owned and not-for-
profit HMOs.

Design, Setting, and Participants Analysis of the Health Plan Employer Data and
Information Set (HEDIS) Version 3.0 from the National Committee for Quality Assur-
ance’s Quality Compass 1997, which included 1996 quality-of-care data for 329 HMO
plans (248 investor-owned and 81 not-for-profit), representing 56% of the total HMO
enrollment in the United States.

Main Outcome Measures Rates for 14 HEDIS quality-of-care indicators.

Results Compared with not-for-profit HMOs, investor-owned plans had lower rates
for all 14 quality-of-care indicators. Among patients discharged from the hospital af-
ter myocardial infarction, 59.2% of members in investor-owned HMOs vs 70.6% in
not-for-profit plans received a -blocker (P.001); 35.1% of patients with diabetes
mellitus in investor-owned plans vs 47.9% in not-for-profit plans had annual eye ex-
aminations (P.001). Investor-owned plans had lower rates than not-for-profit plans
of immunization (63.9% vs 72.3%; P.001), mammography (69.4% vs 75.1%;
P.001), Papanicolaou tests (69.2% vs 77.1%; P.001), and psychiatric hospitaliza-
tion (70.5% vs 77.1%; P.001). Quality scores were highest for staff- and group-
model HMOs. In multivariate analyses, investor ownership was consistently associ-
ated with lower quality after controlling for model type, geographic region, and the
method each HMO used to collect data.

Conclusions Investor-owned HMOs deliver lower quality of care than not-for-
profit plans.
JAMA. 1999;282:159-163 www.jama.com
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separate data for each plan or line of
business (eg, Kaiser Foundation Health
Plan Inc operated 13 distinct plans that
each reported HEDIS data). Our unit of
analysis was the individual plan.

Many HMO firms failed to supply the
NCQA with accurate data on total en-
rollment, Medicaid or Medicare enroll-
ment, patient demographics, or plan age
(in some cases the HMO apparently re-
ported data for the entire firm rather
than for individual plans or lines of
business). Hence, we could not reli-
ably analyze these variables.

We examined all 14 quality-of-care
variables included under the NCQA’s ru-
bric “Effectiveness of Care” for which
data were available. For instances in
which data included implausible rates
(eg, an immunization rate of 0%), we re-
coded the value as missing. The NCQA
requires HMOs to follow a detailed guide
defining each measure and specifying
standards for data submission.21 Plans
may collect data to calculate their rates
from administrative records (adminis-
trative method), or supplement admin-
istrative data with chart reviews (hy-
brid method). The hybrid method, used
by more than 90% of plans, usually re-
sults in higher reported rates.

For each quality indicator, the ad-
ministrative method requires that the
plan identify the target population: pa-
tients continuously enrolled in the HMO
for an appropriate period (eg, 1 year for
Papanicolaou tests and immuniza-
tions, 2 years for mammograms, or
7 days after hospital discharge for
-blocker usage after myocardial infarc-
tion) and for whom the particular in-
tervention is clinically appropriate (eg,
women aged 52-69 years for mammog-
raphy). For most indicators, patients
whose coverage was interrupted for up
to 45 days per year are also included. The
HMO then searches administrative rec-
ords (eg, payment and pharmacy files)
for evidence that the intervention oc-
curred. If no evidence of the interven-
tion is found, the HMO may choose to
search for exclusions (eg, a history of bi-
lateral mastectomy would exclude the
need for mammogaphy). The reported
rate is the number of patients receiving

Table 1. Characteristics of Health Plans Analyzed and of All US Health Maintenance
Organizations*

Plans Providing
NCQA Quality and

Administrative Data

All US
Health Maintenance

Organizations23

Total US health maintenance
organization enrollment

56 100

Ownership
For-profit 75.4 68.4
Nonprofit 24.6 25.9
Unknown . . . 5.8

Model type
Independent practice association 36.8 51.1
Network 6.7 9.5
Group 7.3 5.5
Staff 1.8 3.1
Mixed 45.9 29.7
Other or unknown 1.5 1.2

Location†
New England 8.2 6.3
Mid Atlantic 17.6 12.3
South Atlantic 23.1 19.6
East north Central 17.3 19.0
West north Central 7.9 7.8
South Central 15.8 15.0
Mountain 8.5 9.9
Pacific 9.1 9.9

*All values are percentages. The total number of plans in the United States was 781 with 329 providing National Com-
mittee for Quality Assurance (NCQA) quality and administrative data. Ellipses indicate data not available.

†Several plans operate in more than 1 region.

Table 2. Quality-of-Care Indicators: Investor-Owned vs Not-for-Profit Health Maintenance
Organizations for 1996

Investor-Owned
Rate, %

(No. of Plans
Submitting Data)

Not-for-Profit
Rate, %

(No. of Plans
Submitting Data)

P
Value

Immunization completion rate for 2-year-olds
Diphtheria pertussis tetanus (4 doses) 76.5 (212) 82.8 (68) .001
Oral poliovirus (3 doses) 83.0 (212) 87.4 (68) .002
Mumps measles rubella (1 dose) 86.1 (212) 90.7 (67) .001
Haemophilus influenzae type B (3 doses) 82.4 (212) 89.2 (68) .001
Hepatitis B (3 doses) 78.8 (208) 83.0 (65) .02
All of the above 63.9 (207) 72.3 (68) .001

Immunization completion rate for 13-year-olds* 51.9 (169) 59.1 (63) .02
Mammography rate within 2 y for women aged

52-69 y
69.4 (229) 75.1 (80) .001

Papanicolaou test rate within 3 y for women
aged 21-64 y

69.2 (230) 77.1 (75) .001

First trimester prenatal care rate 83.1 (223) 88.5 (70) .001
Women receiving postpartum checkup within 42

d of delivery
56.9 (192) 59.6 (69) .25

-Blocker prescription filled for patients
discharged after a myocardial infarction with
no evidence of contraindication†

59.2 (98) 70.6 (49) .001

Patients with diabetes who are receiving insulin or
oral hypoglycemic agent and who had an eye
examination in past year

35.1 (224) 47.9 (80) .001

Rate of outpatient follow-up within 30 d for
patients older than 6 y hospitalized with
mental disorder

70.5 (154) 77.1 (58) .001

*Includes mumps measles rubella, hepatitis B, tetanus diphtheria, and varicella if not immune.
†Contraindication defined as International Classification of Diseases, 9th Revision diagnosis of insulin-dependent dia-

betes mellitus, asthma, heart block greater than first degree, sinus bradycardia, congestive heart failure, left ven-
tricular dysfunction, or chronic obstructive pulmonary disease.
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the intervention divided by the num-
ber eligible and without exclusions.

For the hybrid method, the plan
chooses a sample of eligible patients from
among the target population identified
as in the administrative method. For
most measures, a minimum sample size
of 411 patients (after all exclusions) is
required. For plans that have previ-
ously documented high rates for a par-
ticular intervention, somewhat smaller
sample sizes are allowed (because for any
given sample size the SE of the percent-
age becomes smaller when rates rise
above 50%). For instance, the hybrid
method requires a minimum sample size
of 313 for a plan that had previously
documented a Papanicolaou test rate of
75%. As in the administrative method,
the plan initially searches administra-
tive records for evidence that the inter-
vention occurred or that the patient
should be excluded from the measure.
If administrative records do not give evi-
dence of the intervention or of an exclu-
sion, the plan reviews patient charts for
such evidence and calculates a rate us-
ing the administrative method.

We also examined total costs per
member per month and the medical loss

ratio, defined as total medical and hos-
pital expenses divided by total rev-
enues from premiums, fee-for-service,
Medicare, and Medicaid.

We used t tests to evaluate differ-
ences in univariate comparisons of
rates. We performed multiple linear re-
gressions to analyze the association of
ownership status with quality indica-
tors after control for region (8 catego-
ries), the method used by the plan to
collect data (administrative or hy-
brid), and HMO model type (6 catego-
ries). All analyses used SAS soft-
ware.22

RESULTS
TABLE 1 compares the characteristics of
the 329 plans we analyzed with those of
all HMOs in the United States. Com-
pared with plans in the NCQA sample,
nonparticipating plans were smaller,
newer, more likely to be group or mixed
model, and to be located in the east north
Central region.23 Similar proportions of
investor-owned and not-for-profit plans
submitted quality-of-care data.23

In univariate comparisons, investor-
owned plans had lower rates for all 14
quality indicators (TABLE 2). The larg-

est differences were in the 2 measure-
ments of the quality of care for pa-
tients with serious medical illnesses.
Among patients discharged from the
hospital after a myocardial infarction
(with no concurrent diagnosis contra-
indicating -blocker therapy), on av-
erage 59.2% of patients in investor-
owned HMOs compared with 70.6% of
patients in not-for-profit plans filled a
prescription for a -blocker (P.001).
Among patients with diabetes receiv-
ing insulin or oral hypoglycemic agents,
on average 35.1% of those in investor-
owned plans vs 47.9% in not-for-
profit plans had received an eye exami-
nation within the past year (P.001).

Investor-owned plans also had lower
ratesofallroutinepreventiveservicesthat
we evaluated (Table 2). The rate of
completionof immunizations for2-year-
olds averaged 63.9% in investor-owned
HMOs vs 72.3% in not-for-profit plans
(P.001); theproportionofwomenaged
52to69yearswhohadundergonemam-
mography within the past 2 years aver-
aged69.4%in investor-ownedplansand
75.1% in not-for-profit plans (P.001).
Staff-andgroup-modelHMOshadhigher
scores on virtually all quality-of-care in-

Table 3. Quality-of-Care Indicators by Health Maintenance Organization Model Type for 1996*

Rate, % (No. of Plans Submitting Data)

Staff Group IPA Network Mixed Other

Immunization completion rate for 2-year-olds
Diphtheria pertussis tetanus (4 doses) 93.0 (6) 84.3 (23) 77.5 (103) 75.7 (19) 77.2 (124) 72.4 (5)

Oral poliovirus 3 doses 95.3 (6) 89.6 (23) 83.4 (103) 80.9 (19) 83.8 (124) 77.2 (5)

Mumps measles rubella (1 dose) 96.0 (6) 89.6 (23) 87.6 (103) 84.2 (19) 86.6 (124) 85.0 (4)

Haemophilus influenzae type B (3 doses) 95.3 (6) 87.3 (23) 84.8 (103) 82.7 (19) 82.6 (124) 80.8 (5)

Hepatitis B (3 doses) 86.3 (6) 87.2 (23) 79.7 (103) 77.9 (16) 78.8 (120) 71.2 (5)

All of the above 81.0 (6) 75.7 (23) 65.0 (104) 64.8 (19) 64.7 (118) 58.2 (5)

Immunization completion rate for 13-year-olds† 84.0 (4) 66.5 (22) 50.8 (82) 43.4 (17) 54.7 (104) 39.0 (3)

Mammography rate within 2 y for women aged 52-69 y 82.7 (6) 76.5 (23) 69.3 (117) 71.3 (21) 70.9 (137) 65.8 (5)

Papanicolaou test rate within 3 y for women aged 21-64 y 83.7 (6) 76.8 (24) 70.4 (109) 72.0 (22) 70.2 (139) 66.6 (5)

First trimester prenatal care rate 93.5 (6) 90.0 (24) 83.7 (102) 82.7 (20) 83.6 (136) 86.6 (5)

Women receiving postpartum checkup within 42 d of delivery 67.1 (5) 60.5 (24) 57.9 (104) 60.6 (18) 55.6 (106) 60.4 (4)

-Blocker prescription filled for patients discharged after a
myocardial infarction with no evidence of contraindication‡

71.1 (2) 75.2 (19) 62.4 (49) 53.5 (12) 61.6 (63) 55.1 (2)

Patients with diabetes who are receiving insulin or oral hypoglycemic
agent and who had an eye examination in past year

62.8 (6) 53.5 (24) 33.4 (115) 39.9 (21) 39.2 (133) 24.4 (5)

Rate of outpatient follow-up within 30 d for patients older than 6 y
hospitalized with mental disorder

83.2 (3) 78.8 (21) 72.1 (81) 68.2 (11) 71.2 (93) 73.3 (3)

*Percentages are rates. IPA indicates independent practice association. P.01 for differences between group- and staff-model plans and all other models except for receiving
postpartum checkup within 42 days of delivery (P = .12).

†Includes mumps measles rubella, hepatitis B, tetanus diphtheria, and varicella if not immune.
‡Contraindication defined as International Classification of Diseases, 9th Revision diagnosis of insulin-dependent diabetes mellitus, asthma, heart block greater than first degree,

sinus bradycardia, congestive heart failure, left ventricular dysfunction, or chronic obstructive pulmonary disease.

QUALITY OF CARE IN HEALTH MAINTENANCE ORGANIZATIONS

©1999 American Medical Association. All rights reserved. JAMA, July 14, 1999—Vol 281, No. 2 161

 by guest on October 3, 2008 www.jama.comDownloaded from 



216 217

dicators(TABLE3).PlansinNewEngland
scoredbetter thanplans inother regions
for most indicators (data not shown).

Inmultivariateanalysescontrollingfor
model type, method of data collection,
and region, investor ownership was con-
sistently associated with poorer quality
(TABLE 4). For instance, investor own-
ership was associated with decreases in
rates of mammography of 4.8 percent-
age points and of eye examinations for
patients with diabetes of 9.7 percentage
points. As expected, plans that used the
hybridmethodfordatacollection tended
to report higher rates (eg, 1.4% higher
for mammography). Staff- and group-
model types, as well as a location in New
England, continued to predict higher
quality for most quality indicators.

Total cost per member, per month av-
eraged $128.00 in investor-owned plans
vs $127.50 in not-for-profit plans
(P = .88). The medical loss ratio (per-
centage of revenues spent on medical and
hospital services) averaged 80.6% in in-
vestor-owned HMOs vs 86.9% in not-
for-profit plans (P = .05). Hence, spend-
ing on profit and administrative overhead

was about 48% higher in investor-
owned plans (19.4% vs 13.1% for not-
for-profit plans).

COMMENT
Investor-owned HMOs now dominate
the managed care market.24,25 How-
ever, our study suggests that these plans
are associated with reduced quality of
care. Although total costs are similar in
investor-owned and not-for-profit
plans, the latter spend more on pa-
tient care. Group- and staff-model plans
that offer better quality are also being
eclipsed. The medical market is not re-
warding quality and efficiency.

Our findings are consistent with the
scant previous reports on the influence
of investor ownership on HMO quality.
An analysis of 1994 data from 76 HMOs
found that investor-owned plans pro-
vided less preventive care.26 Compari-
sons of HMO quality published in popu-
lar magazines have reached similar
conclusions.27,28 Investor-owned Medi-
care HMOs have higher disenrollment
rates29 and lose more beneficiary ap-
peals than not-for-profit plans.30 Physi-

cians in Minneapolis rated care at a staff-
model plan better than at 2 network
model HMOs.31 A Centers for Disease
Control and Prevention analysis of 4 pre-
ventive services, using HEDIS data that
excluded Medicaid and Medicare recipi-
ents, found regional patterns similar to
those we report.32

Moreover, the differences we ob-
served in this study appear to be clini-
cally significant. For instance, if all 23.7
million American women between ages
50 and 69 years were enrolled in in-
vestor-owned, rather than not-for-
profit plans, an estimated 5925 addi-
tional breast cancer deaths would be
expected (based on our finding of a
4.8% difference in screening rates, and
previous estimates that biennial screen-
ing in this age group would result in 52
fewer breast cancer deaths by age 80
years per 10 000 women screened).33

Similarly, since-blockers reduce death
rates in myocardial infarction survi-
vors by 23%,34 their underuse in inves-
tor-owned plans suggests that many
such patients may die needlessly.

However, the HEDIS quality indica-
tors we analyzed have serious shortcom-
ings.35 No indicators appraise the out-
comes of care. Most focus on relatively
inexpensive preventive services and ex-
clude patients who are not continu-
ously enrolled. Few HEDIS measure-
ments address care for seriously ill or
chronically ill patients who are finan-
cially unattractive to HMOs and at risk
for underservice. Medicare HMOs ap-
parently encourage sick patients to dis-
enroll36 and selectively recruit and en-
roll healthy individuals.37-39 Hence, our
finding that the 2 quality indicators rel-
evant to patients with serious medical
illnesses showed the sharpest differ-
ences is particularly disturbing. More-
over, plans may narrowly focus quality
improvement efforts on the few ser-
vices that HEDIS assesses, causing an
upward drift of HEDIS scores that may
not accurately reflect global quality
trends. For instance, HMO administra-
tors may push clinicians to increase
mammography rates, but deny them the
time needed to perform optimal clini-
cal breast examinations, patient educa-

Table 4. Multivariate Analysis* of Association of Investor Ownership With Quality-of-Care
Indicators for 1996

Parameter Estimate
for Investor
Ownership†

P
Value

Immunization completion rate for 2-year-olds
Diphtheria pertussis tetanus (4 doses) −5.0 (−8.4 to −1.5) .005

Oral polio virus (3 doses) −4.3 (−7.4 to −1.2) .007

Mumps measles rubella (1 dose) −4.3 (−6.6 to −2.0) .001

Haemophilus influenzae type B (3 doses) −6.2 (−9.1 to −3.3) .001

Hepatitis B (3 doses) −3.3 (−6.9 to 0.3) .07

All of the above −5.2 (−9.2 to −1.2) .01

Immunization completion rate for 13-year-olds‡ −4.5 (−10.3 to 1.2) .12

Mammography rate within 2 y for women aged 52-69 y −4.8 (−6.9 to −2.7) .001

Papanicolaou smear rate within 3 y for women aged 21-64 y −6.6 (−9.4 to −3.7) .001

First trimester prenatal care rate −4.5 (−8.0 to −1.0) .01

Women receiving postpartum checkup within 42 d of delivery −4.8 (−10.4 to 0.9) .10

-Blocker prescription filled for patients discharged after
a myocardial infarction with no evidence of contraindication§

−6.5 (−13.2 to 0.1) .06

Patients with diabetes who are receiving insulin or oral hypoglycemic
agent and who had an eye examination in past year

−9.7 (−13.0 to −6.3) .001

Rate of outpatient follow-up within 30 d for patients older than 6 y
hospitalized with mental disorder

−5.6 (−10.2 to −0.9) .02

*Analysis controlled for health maintenance organization model type, data reporting method, and geographic region.
†Negative value indicates that investor-ownership predicts lower score. Values are expressed as change in rate as-

sociated with for-profit ownership (95% confidence interval).
‡Includes mumps measles rubella, hepatitis B, tetanus diphtheria, and varicella if not immune.
§Contraindication defined as International Classification of Diseases, 9th Revision diagnosis of insulin-dependent dia-

betes mellitus, asthma, heart block greater than first degree, sinus bradycardia, congestive heart failure, left ven-
tricular dysfunction, or chronic obstructive pulmonary disease.
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tion, or other clinical activities that
HEDIS does not measure. Hence, the
usefulness of HEDIS quality indicators
as surrogate measures of the global qual-
ity of care may deteriorate over time.

Despite these limitations, the data we
analyzed are the best available cur-
rently. They encompass plans that
account for more than half of the HMO
enrollment in theUnitedStates.Thedata
were collected and reported in standard
formats and have been found accurate in
federal audits.40 Unfortunately, even
fewer data may be available in the future.
In1997(thedata thatweanalyzed,which
reflects 1996 figures but was submitted
in 1997) only 41 plans that submitted
information to the NCQA declined to
allow release of their data; in 1998, 155
plans refused data release.

Inaccurate reporting could explain
our findings only if not-for-profit plans

consistently inflated their quality mea-
sures while investor-owned HMOs did
not. We cannot rule out the possibil-
ity that systematic differences in mar-
ket characteristics, patients, physi-
cians, HMO data systems, or other
unmeasured confounders could influ-
ence our results.

Our findings are worrisome in light
of previous research comparing the
quality of care in HMO and fee-for-
service settings. Most such compari-
sons examined care in not-for-profit
group- and staff-model HMOs, which
we found to have higher quality scores
than the average plan. Moreover, the
best of this research was carried out be-
fore market pressures forced non-
profit HMOs to increase financial in-
centives and productivity pressures for
physicians, abandon community rat-
ing, and implement other measures that

mimic investor-owned plans.24,25 In
these nonprofit, group- and staff-
model HMOs of an earlier era, the av-
erage healthy patient received similar
or slightly more preventive care, but
vulnerable patients fared poorly1,2,4-7 (eg,
the risk of dying for sick, poor pa-
tients was increased by 21%).1

Our findings suggest that the decade-
old experiment with market medicine
is a failure. The drive for profit is com-
promising the quality of care, the num-
ber of uninsured persons is increasing,
those with insurance are increasingly
dissatisfied, bureaucracy is proliferat-
ing, and costs are again rapidly escalat-
ing. We believe national health insur-
ance deserves a second look.41,42

Disclaimer: Data analyzed in this study were from
NCQA’s Quality Compass and are published with the
permission of the NCQA. The views expressed are
those of the authors and not of NCQA.
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Objectives.Two thirds of nursing homes are investor owned.This study examined whether investor own-
ership affects quality.

Methods.We analyzed 1998 data from state inspections of 13 693 nursing facilities.We used a multi-
variate model and controlled for case mix, facility characteristics, and location.

Results. Investor-owned facilities averaged 5.89 deficiencies per home, 46.5% higher than nonprofit
facilities and 43.0% higher than public facilities. In multivariate analysis, investor ownership predicted
0.679 additional deficiencies per home; chain ownership predicted an additional 0.633 deficiencies.
Nurse staffing was lower at investor-owned nursing homes.

Conclusions. Investor-owned nursing homes provide worse care and less nursing care than do not-
for-profit or public homes. (Am J Public Health. 2001;91:1452–1455)

Does Investor Ownership of Nursing Homes Compromise the 
Quality of Care?
| Charlene Harrington, PhD, RN, Steffie Woolhandler, MD, MPH, Joseph Mullan, PhD, Helen Carrillo, MS, and David U. Himmelstein, MD

For the 1.6 million Americans who reside in
nursing homes, the quality of care largely de-
termines the quality of life. Most patients in
acute-care hospitals will return to their homes
and families, regaining command of their sleep
schedules, food choices, hygiene, and mobility.
They can generally change physicians and
hospitals if dissatisfied. But most nursing home
patients cannot go home again; many are too
impaired to exercise meaningful choices or
protest poor treatment. They are forever
bound to the rhythms, diets, and treatments
decreed by their institution’s management.

Poor-quality care has long plagued the
nursing home industry.1–5 Two thirds of the
nation’s nursing homes are investor owned.6

Several small studies suggested that for-profit
facilities deliver poorer care, compared with
nonprofit and public facilities.7–10

We analyzed quality-of-care data derived
from government inspections of virtually all
US nursing homes that receive Medicare or
Medicaid payments.

METHODS

We analyzed data on ownership (investor
owned, nonprofit, and public), quality, and
other characteristics of US nursing homes that
are certified for payment from Medicare and
Medicaid. Federal regulations mandate about
185 quality standards grouped into 17 cate-
gories. State surveyors operating under con-
tract with the Centers for Medicare and Med-
icaid Services inspect facilities approximately
yearly and may issue citations for deficiencies.

The Centers for Medicare and Medicaid Ser-
vices compile these surveys in the On-Line
Survey Certification and Reporting (OSCAR)
system database. We used OSCAR to analyze
all surveys conducted during 1998 in all 50
states and the District of Columbia. We ex-
cluded facilities with fewer than 16 beds, those
reporting implausible nurse staffing figures,
and duplicate records. Our analysis encom-
passed 13693 facilities of the 15401 in the

OSCAR database. To examine the stability of
our findings, we repeated all analyses on the
13941 facilities in the 1997 OSCAR database.

We examined total deficiency rates, as well
as deficiencies classified into 3 subgroups, as
described elsewhere.11

1. “Quality of care” deficiencies were out-
come and process measures directly related to
resident care, which the federal survey desig-
nated as resident assessment, quality of care,
nursing services, dietary services, physician
services, rehabilitative services, dental serv-
ices, pharmacy services, and infection control.

2. “Quality of life” deficiencies included
those concerned with patient dignity and
choice (e.g., patients’ rights; use of restraints;
admission, transfer, and discharge policies),
the physical environment (e.g., facility cleanli-
ness and lighting), and the provision of social
services and activities.

3. “Other” deficiencies included all other
categories (e.g., administrative procedures,
record keeping, and personnel policies).

Surveyors rated each deficiency on an as-
cending severity scale from A to L. Levels G
through L indicate that a patient was actually
harmed by the deficiency. To assess whether
differences in deficiency rates were clinically
meaningful, we also analyzed the subset of
deficiencies in levels G through L.

We also examined nurse staffing ratios as
an indicator of quality. Many studies have

documented the importance of nursing in
both the process and the outcome of nursing
home care.8,12–18 We analyzed total nurse
staffing and staffing ratios for each of 3 occu-
pations: (1) registered nurses, (2) licensed vo-
cational and licensed practical nurses, and (3)
nursing aides or assistants. We computed
staffing hours per patient-day by assuming a
35-hour workweek per full-time employee.

Facilities with sicker patients should pro-
vide more extensive and varied care.19–21

Hence, they have more opportunities to fail
and probably run a higher risk of being cited
for deficiencies. We analyzed case mix with
an index of 3 activities of daily living (ADLs):
eating, toileting, and transferring. The ADL
index was constructed by adding scores on
the 3 ADLs, with 3 representing the lowest
need for assistance (a 1 on each ADL) and 9
indicating the greatest dependency.11,22 The
ADL index was our principal control for case
mix in multivariate models.

We also tabulated rates of 5 diagnoses or
problems available from the OSCAR data: de-
pression, dementia, behavioral symptoms, uri-
nary incontinence, and pressure sores. Inter-
preting correlations between these diagnoses
and quality indicators is problematic (this
issue also might arise, although to a lesser ex-
tent, with ADLs). Patients with these problems
may need more care. However, substandard
care may exacerbate, or even cause, some of
these problems. Hence, we report rates of
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TABLE 1—Characteristics of Nursing Homes Analyzed: United States, 1998

Investor Owned Nonprofit Public

No. of homes 9009 3789 895

Chain owned, % 66 40 8

Region, %

Midwest 31 40 43

Northeast 16 25 15

South 37 23 27

West 16 12 15

Average beds 108 97 117

Occupancy rate, % 85.6 86.9 88.2

Hospital based, % 3 28 39

Skilled nursing facility—Medicare only, %a 4 17 10

Patient characteristics

ADL index 5.76 5.71 5.75

% With depression 30 29 30

% With dementia 44 40 43

% With behavioral symptoms 31 27 32

% With urinary symptoms 52 50 51

% With pressure sores 7 7 6

% With Medicaid coverage 68 49 62

Note. ADL = activities of daily living. P < .01 for difference between investor-owned and other nursing homes for all variables
shown in table.
aThe percentage of homes certified as skilled nursing facilities for Medicare only. Such facilities generally care for patients
with a higher level of need and receive higher reimbursement.

these diagnoses, including incontinence and
pressure sore rates in confirmatory (but not
principal) multivariate models, principally for
descriptive purposes.

Several characteristics of nursing homes
and reimbursement may confound the rela-
tion between investor ownership and quality
and therefore were controlled for in our mul-
tivariate analyses:

• Homes with more Medicaid residents
have lower registered nurse and licensed
practical nurse staffing levels.7,22

• Hospital-based nursing homes have
higher reimbursement23 and staffing levels
than do freestanding nursing facilities.18

• Homes categorized as “Skilled Nursing
Facilities for Medicare Only” care for sicker
patients and have higher staffing7 and reim-
bursement23 levels than do nursing home fa-
cilities for patients covered by Medicaid.8

• Facilities affiliated with a multifacility
chain may have lower costs,20,24,25 which
may affect care.

We used SAS26 to compute univariate
means of all variables for investor-owned, non-

profit, and public nursing homes. We used 1-
way analysis of variance to test differences; dif-
ferences were significant at P<.01 unless oth-
erwise stated. We used ordinary least squares
regression to examine the effect of investor
ownership on deficiencies, controlling for ADL
index, percentage of residents covered by Med-
icaid, whether the facility was hospital based,
whether it was a skilled nursing facility for
Medicare only, whether the facility was part of
a chain, and location by state.

RESULTS

Of the 13693 nursing homes, 9009 (65.8%)
were investor owned, 3789 (27.7%) were non-
profit, and 895 (6.5%) were public (Table 1).

The ADL index was minimally higher in
investor-owned homes—5.76 vs 5.71 in non-
profit facilities and 5.75 in public facilities.
Differences in the proportions of residents
with depression, dementia, behavioral symp-
toms, urinary incontinence, and pressure
sores were small and inconsistent.

Two thirds of the investor-owned facilities
were owned by a chain, compared with 40%

of the nonprofit facilities and 8% of the pub-
lic facilities. Investor-owned homes were
larger than nonprofit homes but smaller than
public homes. Investor-owned facilities had
more Medicaid patients (68% of all residents)
than did nonprofit facilities (49%) or public
facilities (62%). Only 3% of the investor-
owned homes were hospital based, compared
with 28% and 39% of the nonprofit and
public facilities, respectively. Investor-owned
facilities were more often located in the South
or West and had lower occupancy rates.

Investor-owned nursing homes had more
of all types of deficiencies than did nonprofit
or public facilities (Table 2). Total deficiencies
at investor-owned facilities averaged 5.89 per
home, 46.5% higher than at nonprofit facili-
ties and 43.0% higher than at public facilities.

Nurse staffing was lower at investor-owned
nursing homes for each occupational cate-
gory. Licensed nursing (registered nurse plus
licensed vocational and licensed practical
nurse) hours per patient-day at investor-
owned facilities were 31.7% lower than at
nonprofit facilities and 22.8% lower than at
public facilities; nursing aide hours were
11.9% and 16.0% lower, respectively.

In the multivariate analysis, investor own-
ership predicted more deficiencies of each
type after control for ADL index, location by
state, and the 4 facility and reimbursement
characteristics (Table 3). Investor-owned nurs-
ing homes averaged 0.679 more deficiencies;
chain ownership predicted an additional
0.633 deficiencies. Homes with a higher ADL
index had more deficiencies, as did those with
a higher proportion of Medicaid patients.
Homes certified as Skilled Nursing Facilities
for Medicare Only had fewer deficiencies.

Analyses excluding the 1054 skilled nurs-
ing facilities for Medicare only showed nearly
identical results, as did confirmatory models
that controlled for rates of urinary inconti-
nence and pressure sores.

Approximately one quarter of all deficien-
cies were severe (levels G–L). Rates of severe
deficiencies at investor-owned facilities were
40.5% higher than at nonprofit homes and
35.8% higher than at public homes.

Results from the analysis of the 1997 data
were very similar to the results of the 1998
analysis. Investor-owned facilities had total
deficiency rates 29.8% higher than those at
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TABLE 2—Average Number of Deficiencies Found at Investor-Owned, Nonprofit, and Public
Nursing Homes: United States, 1998

Type of Deficiency Investor Owned Nonprofit Public

Quality of care 3.56 2.59 2.63

Quality of life 1.92 1.18 1.25

Other 0.41 0.25 0.24

Total 5.89 4.02 4.12

Note. P < .01 for all differences between investor-owned and other nursing homes.

TABLE 3—Multivariate Analysis of Predictors of Number of Deficiencies at US Nursing
Homes, 1998

Deficiencies

Quality-of-Care Quality-of-Life Other Total

Intercept 1.217 0.085 –0.219 1.084

% Covered by Medicaid 0.010* 0.011* 0.002* 0.023*

ADL index 0.242* 0.034 0.030* 0.306*

Hospital based –0.086 –0.138 –0.034 –0.258

Skilled nursing facility—Medicare onlya –0.832* –0.208 –0.057 –1.097*

Stateb . . . . . . . . . . . .

Chain owned 0.412* 0.179* 0.042* 0.633*

Investor owned 0.366* 0.246* 0.067* 0.679*

Note. ADL = activities of daily living. Adjusted R2 for prediction of total deficiencies = 0.223.
aThe percentage of homes certified as skilled nursing facilities for Medicare only. Such facilities generally care for patients
with a higher level of need and receive higher reimbursement.
bThe model included a 51-level variable for state. We do not report coefficients for each state.
*P < .01.

nonprofit facilities and 25.2% higher than
those at public facilities. In multivariate analy-
sis, investor ownership predicted an addi-
tional 0.623 deficiencies per home in 1997.

DISCUSSION

Our results suggest that investor-owned
nursing homes deliver lower quality care than
do nonprofit or public facilities. Moreover, in-
vestor-owned facilities usually are part of a
chain, and chain ownership per se is associ-
ated with a further decrement in quality.

Investor-owned facilities appear to provide
less nursing care, a finding consistent with pre-
vious research.7,8,13,27 Higher registered nurse
staffing levels predict lower death rates, and
better licensed practical nurse staffing is associ-
ated with better functional outcomes.18 Facili-
ties with higher nurse staffing levels have fewer
deficiencies.11 Skimping on staffing by for-profit
homes may partly explain their lower quality.

A Pennsylvania study found fewer pressure
sores and higher staffing levels at nonprofit
facilities.8 A recent non-peer-reviewed report
found higher deficiency rates at investor-
owned homes but did not control for con-
founders.28 An analysis of 1987 data found
approximately 6% higher death and infection
rates among private-pay patients in for-profit
homes compared with those in nonprofit
ones.9 We (and others13) have found lower
quality at facilities with more Medicaid pa-
tients, presumably because Medicaid pay-
ments are generally low, and Medicaid pa-
tients have fewer options for care.

The number of deficiencies yields an in-
complete, proxy measure of quality; more sys-
tematic information on patient outcomes and
satisfaction would be useful supplements. De-
spite clear federal guidelines, surveyors’ deci-
sions may be somewhat subjective, and per-
haps some are biased against for-profit
homes. However, the data we analyzed were

the only systematic evaluations of quality
available for all certified US nursing homes.

Our multivariate model controlled for case
mix with several facility- and reimbursement-
related variables associated with case mix, as
well as the ADL index. ADLs are primary
components of the well-validated resource uti-
lization groups (RUGS III) case-mix index.21

Unfortunately, other variables needed to com-
pute a full RUGS III are not available from
OSCAR or other comprehensive nursing home
data sources. Because differences in ADL case
mix between ownership types were small, and
there were no consistent differences in rates of
common conditions such as incontinence and
dementia, we doubt that unmeasured case-mix
differences explain our findings.

Investor-owned facilities were larger than
nonprofit nursing homes (a factor that may be
associated with more deficiencies), but public
facilities were even larger yet had better
staffing and fewer deficiencies. In confirma-
tory multivariate models that included facility
size and certification (data not shown), in-
vestor ownership remained a strong predictor
of higher deficiency rates.

The most obvious explanation for our find-
ings is that profit seeking diverts funds and
focus from clinical care. The nation’s largest
nursing home chain generated 1997 profits
of $5.28 per patient-day,29 enough money, at
prevailing wages,30 to erase more than half of
the investor-owned homes’ nurse staffing
deficit relative to nonprofit homes.

Our findings do not mean that the quality
of care at most nonprofit or public facilities is
excellent or even adequate.3–5,31–34 Despite
previous attempts to tighten the regulation of
nursing homes, enforcement has been lax.3–5

After the passage of nursing home reform leg-
islation in 1987, industry lobbyists delayed
the effective implementation of sanctions until
199535; enforcement may have actually de-
clined in the early 1990s.36

Our findings on quality in long-term care
mirror data from acute-care settings.37 Investor-
owned hospitals have higher costs,38–48 despite
spending less on clinical personnel than do
nonprofit facilities.47 Death rates and postopera-
tive complication rates also are higher at in-
vestor-owned hospitals,46,49 and nurse staffing
levels are lower.49 Investor-owned health main-
tenance organizations have worse quality
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scores and spend less on care and more on ad-
ministration and profits than do not-for-profit
plans; overall costs are identical.50

Nursing homes care for many people who
are too frail, too sick, too poor, and too pow-
erless to choose or even protest their care.
We believe that it is unwise to entrust such
vulnerable patients to profit-seeking firms.
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